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REVENUE ACT OF 1951 AS AGREED TO BY THE 
CONFEREES 


It is estimated that the Revenue Act of 1951 as agreed to by the 
conferees will produce approximately $5.7 billion annually when fully 
effective under the business conditions anticipated for the calendar 
vear 1951. Of this amount it is anticipated that $2,764 million will 

collected in the fiscal year 1952. Total collections in the fiscal 
year 1952 are estimated at $60.9 billion under present law. As a 
result it is anticipated that the additional revenue realized by this 
pa) will increase collections in the fiscal year 1952 to about $63.7 
illion. 

The increase in collections in the fiscal year 1952 is smaller than the 
increase in tax liabilities in a full year of operation, both because the 
changes are not effective for the entire fiscal year 1952, and because 
collections tend to lag behind the incurring of liabilities. As shown 
in table 1, it is estimated that the bill will increase individual income- 
tax liabilities by $2,280 million in a full year of operation, or by $1,190 
million in the fiscal year 1952. In the case of corporate income and 
excess-profits taxes, it is anticipated that the bill will increase liabilities 
by $2,207 million in a full year of operation, or by $787 million in the 
fiscal year 1952. Excise taxes are estimated to be increased by $1,204 
million by the bill in a full year of operation, and by $787 million in 
the fiscal year 1952. These figures include not only the rate changes 
made by the bill, but also the structural changes as well. 

The increase in excise-tax collections in the fiscal year 1952 assumes 
that the changes in these taxes will become effective as of November 1, 
1951. 


TABLE 1.—Estimated effect of the conference bill on tax liabilities in a full year of 
operation and on collections in the fiscal year 1952 


[In millions] 
Full year Fiscal year 
effect 1952 effect 
BN ee ks Se ie chewadeeddions $2, 280 $1, 190 
capers income and excess profits taxes._.................-..----.-....- 1 2, 207 1 787 
Ex NG etc cae a la ale aan 1, 204 2 787 
I a iuinaasiiginss wnintieciredioins 5, 691 2, 764 


1 Net increase after allowing for reduction in individual income taxes due to lower dividends. 
3 Assumes excise tax changes are effective Nov. 1, 1951. 


Norte.—The above estimates include structural changes in the individual and corporate taxes. 
1 
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I. CHANGES IN THE INDIVIDUAL INCOME TAX 


The bill contains a new rate schedule for computing the surtax 
of individuals which provides for an increase in tax liability of 11 per- 
cent of the present tax on the first $2,000 ($4,000 in the cases of 
married couples) of surtax net income ! and in the case of surtax net 
income in excess of this avmount about 11.75 percent of the tax com- 
puted under present law or 9 percent of the surtax net income remain- 
ing after the deduction of the present tax, whichever is the smaller. 
This increase provided by the bill applies only to the tax on ordinary 
income. The 25-percent alternative tax on capital gains is increased 
to 26 percent. The rate increases on ordinary income, in effect, are 
made as of November 1, 1951, the date when increased withholding 
becomes effective, and are to terminate as of December 31, 1953. 
The change in the alternative tax on capital gains is effective with 
respect to the calendar years 1952 and 1953. 

The bill also grants to heads of households 50 percent of the benefits 
of income splitting now enjoyed by married persons. For calendar 
year taxpayers this head-of-household provision is to be effective 
beginning in 1952. 

It is estimated that in a full year of operation the individual income 
tax rate changes (including capital gains) will increase liabilities by 
$2,485 million and that on the same basis the head-of-household pro- 
vision will decrease revenues by $55 million. Thus, it is estimated 
that the combined effect of these provisions will be to increase liabilities 
in a full year of operation by $2,430 million. 

Since, in effect, the rate changes do not become operative until 
November 1, and the head-of-household provision for ‘practically all 
taxpayers will not be effective until January 1, 1952, collections in 
the fiscal year 1952, ending June 30, 1952, will not fully reflect the 
increases provided. Therefore, fiscal year 1952 collections are expected 
to be increased by only about 58 percent of the $2,430 million, or by 
$1,414 million. 





A. Rats CHANGES 


For taxable years beginning after October 31, 1951, the bill increases 
the present. individual income taxes by the lower of either about 11.75 
percent of the present combined normal tax and surtax, or approxi- 
mately 9 percent of the surtax net income! after present taxes. 
However, in tha first $2,000 surtax net income bracket the increase is 
to be 11 percent instead of 11.75 percent. These increases are incor- 
porated in the surtax rate schedule and are to terminate as of Decem- 
ber 31, 1953. 

The combined normal tax and surtax bracket rates under present 
law and under the bill for 1952 and 1953 are shown in the first two 
columns of table 2. These are the marginal tax rates for single 
persons (other than heads of households) under present law and the 
conference bill. Because of income splitting, however, these are 
not the marginal rates for married couples. These marginal rates 
under present law and under the conference bill are shown in the 
third and fourth columns of table 2. The surtax bracket rates under 
the conference bill range from 22.2 percent on the first $2,000 of 
surtax net income, to 92 percent on surtax net income of $200, 000 
and over. This can be compared with rates under present ‘law 


1 Surtax net income is income after deductions and exemptions. 
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ranging from 20 percent on the first $2,000 to 91 percent on income 
of $200,000 and over. The marginal rates for married couples under 
the bill also range from 22.2 percent to 92 percent, but as indicated 


by the table, the latter rate is not effective until a surtax net income 
level of $400,000 is reached. 


TaBLe 2.— Marginal individual income normal tax and surtax rates under present 
law, and the conference bill for calendar years 1952 and 1953 























Single persons Married couples 
Surtax net income levels. paiement 
(in thousands) ' Present Conference Present Conference 
law bill law bill 
Percent Percent Percent Percent 
$ to $2_..._.- AeElee adh ete cneiahadadteoae 20 2.2 20 22 
Se neh. Loe, chiki bee aebedacedabdas 22 24.6 20 22.2 
I sn 3a ssa onal shin ean ecioraseoss ae 26 | 29 22 | 24.6 
See eek sissdcoetcesnua wadtibebassewadpeieks mr 30 34 22 24.6 
RN Bs he hl Gi int Rain ailinlaec a ied 34 38 26 29 
I oS eens Oey ues 38 42 26 29 
aes ase eo 5 43 48 30 34 
$14 to $16.____- aiieetign wal dtp ciate 7 53 30 34 
Sak RR Leela captain cokd 50 | 56 34 38 
a a iis clesliininhaiaie deoseacied oa 53 59 34 | 38 
IS cen ciccitb ie pareccuin dipleis a ialahianpdanecwtela 56 62 38 42 
$22 to $24__._-. Se Gi digsadbbiglbidiontsbsibnebicda 59 66 38 42 
Cee TTT nee ene cemcial 59 66 43 468 
SP Ricks ta sda dened dass scddnceatancucdcka dda 62 67 43 48 
SES 00 SOB. .nkn pennies ss igre sesiglii euteiches tptosdacesdh- Meselinseniasca 62 67 47 53 
ee eecbiutusbalase 65 68 50 56 
SD SO iS bitin coe wnglews So cbdsGudsiabet 65 68 53 59 
RIES ARE DE Ee PEE TS Dg iia 69 7 53 59 
Ne Win uttes cabicedcdvins oceudeheoeneded 69 72 56 62 
adi ices as itachi nbinered 4 escarpment eiemiedle a 72 75 59 66 
I sila a wis Sects ined Nein cn om Rect moabsaas 75 77 59 66 
aes . SESE ou Sw chins dah beeee a mellen 75 7 62 67 
IS aia acti ert aicin ainda abides amare 78 80 62 67 
SOM ebckdchihs bawcebeleesnadeeeea Dall 78 80 65 68 
iain hk sintahiin sanhiwakwuiddaines hte andi amas 81 83 65 68 
Meno dan Scien cdand oes Seiplntnna tela clae 81 83 69 72 
$80 to G88. .......-...-...... jah be at a 84 85 69 72 
$88 to $90__......- S84 85 72 75 
$90 to $100___.___- 7 SS 72 75 
$100 to $120__._.- a S oa 89 90 75 77 
$120 to $140__..__..__-- i cee alelaiea iden ceneneet toon 89 90 7 80 
ST Pi cniiceanac ic thdek seep uuinghtnbetinche 89 90 81 83 
I sa a ee 90 91 81 8&3 
ene i sees ten 90 91 SM 85 
GDM. Dl kahbbodss akcdccnuceeuaendhiidetod a0) 91 87 8S 
RN ie iid isa in eta th hie ncaa nab nmncakalinie 91 92 89 90 
I is caches nn thu Aneoe dee one ME Se 91 92 90 91 
SEG atin hs cdithinedinnis indicia’ 91 92 91 92 
| 


1 Income after business and personal deductions and exemptions. 


The bill raises the effective rate limitation, or maximum combined 
normal tax and surtax on total net income, from the 87 percent pro- 
vided by present law to 88 percent. This effective rate limitation 
prevents an individual’s total net income from being taxed at a rate 
higher than 88 percent, although the bracket rate on income in excess 
of $200,000 permits a portion of an individual’s income to be taxed at 
as high a rate as 92 percent. 

The bill also provides a new surtax rate schedule for the calendar 
year 1951, adding to the present tax burden about one-sixth of the 
increase provided for 1952 and 1953. Thus, for 1951 the present tax 
is increased by the lower of either nearly 2 percent of the existing law 
tax, or by about 1% percent of surtax net income after deducting the 
present tax. This is roughly the equivalent of making the full 
11.75-percent or 9-percent increase effective November 1, 1951. The 

combined normal tax and surtax bracket rates under the bill for the 
91593—51 
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calendar year 1951 range from 20.4 percent on the first $2,000 of 
taxable income to 91 percent on taxable income over $200,000. The 
effective rate limitation for calendar year 1951 taxpayers is 87.2 
percent. 

The bill also adds a provision which makes inapplicable, for 1951, 
the penalties and additions to tax for willful failure to make declara- 
tions or pay estimated tax with respect to the additional tax imposed 
on individuals by this bill. 

The bill, in effect, raises the alternative tax on capital gains of 
individuals from 25 percent to 26 percent. This increase is appli- 
cable to taxable years beginning after October 31, 1951, and before 
November 1, 1953. No increase is provided for years which do not 
begin in this period even though they end in it. 

Under the bill new withholding tables are provided to reflect the 
increased taxes. The withholding in these tables is at 20 percent as 
contrasted to 18 percent in the ae in present law. Similar adjust- 
ments are made in the percentage method of withholding. A with- 
holding tax rate of 20 percent collects the full amount ordinarily due 
on the beginning rates provided by the bill after allowance for the 
standard deduction. 

Table 3 shows the effective rates of tax under present law and under 
the bill for single persons with no dependents, for married couples 
with no dependents, and for married couples with two dependents, at 
selected net income levels.? This effective rate table differs in two 
important respects from the marginal rates previously shown: (1) The 
effective rates show the accumulative rate on all income up to any 
specific income level and, therefore, represent the average rates at 
which the entire income is taxed, and (2) they are based on net income 
before exemptions and, therefore, show the effective exemptions on 
the actual tax paid. On the same basis as the effective rates, table 4 
shows the amount of tax paid at selected net income levels under the 
conference bill and compares these taxes with those under present law. 


TaBLE 3.—Comparison of individual income tax effective rates under present law 
and the conference bill — 


Single person, no Married couple, no Married couple, 2 
dependents dependents dependents 
Net income (after deductions |___ ; saakaanaacae 


but before exemptions) 


\Present law — NCe | Present law ee Present law 


Percent Percent Percent Percent Percent 
' 5.6 


13. 
15.5 


ws 
- 
mm 





SEBSSSEBEREISE Boe 
BRESSSESNELS 
SSSPSREL SADE Som 
osIwpenwcrsaco~Iwnoccoco 
RBSSSSNERP SSA Som 
VOAIaownownwvontouwvoc’ 
REALSSRNSAS Som 

WIEN DOD WWORROO 
SESSERREAS Hoe 

“wre onwooceouvoc 


1 Maximum effective rate limitation of 87 percent. 
? Maximum effective rate limitation of 88 percent. 


3 Net income is income after deductions, but before exemptions. 
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TaBLe 4.—Comparison of individual income-tax burdens under present law with 
thore under the conference bill for 1952 and 1953 


SINGLE PERSON, NO DEPENDENTS 





Amount of tax Amount of tax 

Net income (after deductions; || Net income (after deductions |\——--—_>; -—__-— 

but before exemptions) Present | Conference but before exemptions) Present | Conference 
" law bill law bill 

$4, 448 $4, 968. 00 

6, 942 7, 762. 00 

9, 796 10, 940. 00 

, 388 28, 466. 00 

66, 798 69, 688. 00 

247, 274 252, 164. 00 

429, 274 436, 164. 00 

| 1 870, 000 | 2 880, 000. 00 

$4, 87 | $5, 456. 00 

6, 7 7, 508. 00 

19, 592 21, 880. 00 

52, 776 56, 932. 00 

222, 572 229, 352. 00 

403, 412, 328. 00 

858, 548 872, 328. 00 


402, 456 | 411, 224.00 
857,456 | 871,224.00 





1 Maximum effective rate limitation of 87 percent. 
1 Maximum effective rate limitation of 88 percent. 


B. Heap-or-HovuseHouip PROVISION 


For a person qualifying as a “head of household” section 301 of the 
bill provides a new surtax table applicable for taxable years beginning 
after October 31, 1951. Thus, for a calendar year taxpayer, the pro- 
vision will not become effective until 1952. The new surtax table is 
constructed to give heads of households approximately one-half of 
the benefits of income-splitting. 

The bill defines a head of a household, for purposes of obtaining the 
benefits of this special provision, as an individual who is not married 
and who maintains a household in which lives— 

(1) One of his children (including an adopted child), one of 
their descendants or a stepchild (but the child, descendant, or 
stepchild if married must be a dependent of the taxpayer and 
not file a joint return) ; or 

(2) Any person (not filing a joint return with a spouse), who 
has a gross income of less than $600,* more than half of whose 
support is supplied by the taxpayer and who bears one of the 
following relationships to the taxpayer: 

3 Under present law the taxpayer is allowed a dependency credit provided the dependent has a gross 


income of less than $500. Sec. 310 of this bill, discussed elsewhere in this summary, raises the allowable 
gross income of a dependent to $600, 
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(a) A brother or sister or stepbrother or stepsister, 

(b) A parent or one of their ancestors, 

(c) A stepparent, 

(d) A nephew or niece, 

(e) An uncle or aunt, or 

(f) A son-in-law, daughter-in-law, mother-in-law, father-in- 
law, sister- in-law, or brother-in-law. 

A taxpayer is considered as maintaining a household only if during 
the year he furnishes more than half the maintenance costs of such 
household. Moreover, the individual who makes it possible for the 
taxpayer to gain the benefits of the head-of-household status must 
actually live in the taxpayer’s household during the entire taxable 
year unless he is temporarily absent, for example, attending school 
or for reasons of health. Under this definition it is immaterial how 
much gross income an unmarried child or grandchild living with the 
taxpayer may have. 

Table 5 shows the amount of tax paid at selected net income levels 
for heads of households with one dependent, for single individuals 
with one dependent, and for married couples with no dependents. 
It also shows how much less the tax of the head of household and the 
tax of the married couple are than that of the single person at the 
same income level. This represents the benefits of income splitting, 
which present law grants in full to married couples and which the 
bill grants in part to heads of households. The last column of the 
table expresses the income-splitting benefits granted heads of house- 
holds as percentages of the income-splitting benefits available to 
married couples. This shows that the bill grants about 50 percent 


of the benefits of income splitting to heads of households. 


TABLE 5.—Comparison of individual income tax burdens for heads of households 
under the conference bill with those for single persons with 1 dependent and for 
married couples under the bill for 1952 and 1953 


Selected net income 
levels ! 


Head of 
household | 
with 1 
dependent 


$66. 60 
177. 60 


9, 024. 00 | 
24, 960. 00 | 
63, 040. 00 


Amount of tax 


Single 
individual 
with 1 
exemption 


$66. 60 
177. 60 
399. 60 
886. 80 

1, 788. 00 
2, 500. 00 
4, 660. 00 
7, 408. 00 
10, 544. 00 


28, 016. 00 | 


69, 160. 00 


Married 
couple 
filing 
a joint 


Amount of tax differ- 
ence between single 
person with 1 de- 
pendent and— 


Head of 
household 


Married 


$28 


oe 
— 
a 


Percent tax 


difference 
between 
head of 
household 
and single 
person is 
of that 
between 
married 


Sssssssss 
BSSSSSSSS 
CORK ananoe 


SSeS! 


| 424,408.00 | 435, 612. 00 412, 
ls 880, 000. 00 |?880, 000. 00 








! Income after deductions but before exemptions. 
? Maximum effective rate limitation of 88 percent. 
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C, Distrispution or Tax BurRDEN 


Table 6 shows the distribution of the individual income tax burden 
under present law and the bill by adjusted gross income classes.‘ It 
also distributes by the same classes the number of taxable returns, the 
adjusted gross income, the value of the exemptions and the normal 
tax and surtax net income.° 

The table indicates that of $25,885 million in total individual 
income tax liability under the bill, $9,638 million will come from those 
with adjusted gross incomes under $5,000 and $16,247 million from 
those with adjusted gross incomes of over $5,000. 


Tare 6.—Estimated distribution of individual income tax returns, income ezemp- 
tions and tax liability under present rates and under the conference bill when fully 
effective 

[Money amounts in millions of dollars] 





Total Totaltax| Tax in- 































































Total 

: : Adjusted | Value of} Surtax under | crease, con- 

Atputind sree income member of gross in- | exemp- | net in- ba confer- | ference bil} 
ASS: returns come tions come rw i ence over pres- 

bill ! ent law * 
Under $1,000. .....- _| 1,868,005 | $1,556] $1,121 $272 $54 60 6 
$1,000 to $2,000... ~-| 6,991,074 | 10,875 5, 436 4, 209 842 934 93 
$2,000 to $3,000__._--..___- 10,908,014 | 27,275 | 12,918 | 11,226 2, 245 2, 492 247 
$3,000 to $4,000..._......__- 9,830,797 | 33,462] 15,496 | 14,315 2, 871 3, 187 316 
$4,000 to $5,000... _- 6,262,777 | 27,905| 11,259] 13,247 2, 672 2, 965 293 
Sitti, Ba Fo Rceitcchtiens atic carees pastel ae 

Total under $5,000....| 35,860,757 | 101,073 | 46,230 | 43, 268 8,684 | 9, 638 | 954 

SS OOS 6 EES OS ee ee 

$5,000 to $10,000. _.__._____- 6, 645,679 | 42,850] 12,524) 24,916 | 5,080 5, 637 | 558 
$10,000 to $25,000... ---.-_- 1,342,865 | 19, 470 2,637 | 14,742 3, 488 3, 87 392 
$25,000 to $50,000... 247, 141 8, 200 495 6, 970 2, 289 2, 539 250 
$50,000 to $100,000... ..__- 70, 115 4, 675 138 3, 966 1, 862 2,039 | 17 
$100,000 to $250,000... __- 18, 276 2) 559 35 1, 966 1276} 1.354 77 
$250,000 to $500,000..._____- 1, 967 647 3 438 378 391 13 
$500.000 to $1,000,000... __- 479 316 1 185 192 | 197 5 
$1,000,000 and over_.._.._.- 189 310 (?) 178 206 210 4 
Total over $5,000____- 8,326,711 | 79,027 | 15,833 53, 363 14,771 | 16,247 476 
ee 44, 187, 468 | 180, 100 | 62, 088 | 96, 631 23,455 | 25,885 | ~ 2, 430 

PERCENTAGE DISTRIBUTIONS 

Under $1,000. __._._.-____- 4.2 | 0.86 1.81 0. 28 0.23 0. 23 0. 25 
$1,000 to $2,000._...._____- 15. 82 6.04 8. 76 4. 36 3. 59 3.61 3.81 
$2,000 to $2,000..._....___- 24. 69 15.14 20. 81 11. 62 9. 57 9. 63 10. 16 
$3,000 to $4,000. ___- sr 22.25| 18.58 24. 97 14.81 12. 24 12.31 13. 00 
$4,000 to $5,000.......-.___- 14,17 | 15.49 18. 14 13.71] 11.39 11. 45 12. 05 
Total under $5,000... 81, 16 56. 12 74.49| 44.78| 37.02] 37.24 39. 27 
$5,000 to $10,000. __..____.- -45.04|) = 9-23.79) 20.18} 25.78] 21.66| 2.78] 22.98 
$10,000 to $25,000......____. 3.04 10. 81 4.25) 1526) 14.87] 14.99 16.12 
$25,000 to $50,000... ___- . 60 4. 55 80 7.21 9. 76 9.81 10. 28 
$50,000 to $100,000_- ; .16 2. 60 | .22 4.10 7.94 7.88 7.27 
$100,000 to $250,000. _ ra 04 1. 42 | 06 | 2. 03 5. 44 5. 23 3.19 
$250,000 to $500,000. __._._- (3) .36/ 0) 45 1.61 1.51 .54 
$500,000 to $1,000,000... __- (3) 18] @) .19 . 82 .76 2) 
$1,000,000 and over_______- (3) 7} @) .18 .88 81 17 
Total over $5,000._.- 18. 84 43.88] 25.51| 5522; 6298| 627 60. 73 
Total. ......- Se 100.00 | 100. 00 100.00 | 100. 00 400.00} 100.00; 100.40 


1 Includes normal tax, surtax, and alternative tax on net long-term capital gains and increase fromrate 
changes, including capital gains, under the conference bill and decrease due to head of household provision. 

2 Less than $500,000. 

3 Less than 0.005 percent. 


Norte.— Figures are rounded and may not add to totals. 


4 Income after business but before personal deductions and exemptions. 
‘Income after business and personal deductions and exemptions. 
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II. GENERAL CORPORATE TAX CHANGES 


The bill provides a corporate income tax rate of 30 percent on the 
first $25,000 of each corporation’s income, and a 52-percent rate on 
all income in excess of $25,000. ‘This can be compared with present 
law rates of 25 percent on the first $25,000 of income, and 47 percent 
on all income in excess of $25,000. Under the bill the top corporate 
income tax rate, taken together with the 30 percent excess profits 
tax rate, gives a combined rate of 82 percent applying to adjusted 
excess profits net income, as compared with a combined rate of 77 
percent under existing law. The bill provides a ceiling rate of 18 
percent for excess profits tax and consolidated return purposes, which 
when taken together with the maximum effective rate of about 52 
percent under the corporate income tax, means that in no case will 
more than about 70 percent of a corporation’s income be taken in 
income, consolidated return and excess profits taxes. Present law 
provides a ceiling rate on income taxes and.excess profits taxes, taken 
together, of 62 percent. The tax rate on capital gains is increased 
from 25 percent to 26 percent. The bill also reduces from 85 to 83 
percent the proportion of the average base period net income which 
may be taken into account in computing the excess profits credit. 
The normal tax and surtax rate changes provided by the bill are 
effective as of April 1, 1951, and are to terminate as of April 1, 1954, 
The ceiling rate change also is effective as of April 1, 1951, and will not 
be generally operative after June 30, 1953, the termination date for 
the excess profits tax. The change in the capital gains tax rate is 
applicable to the calendar years 1952, 1953 and 1954. The change 
in the percentage of average base period net income taken into account 
for excess profits tax purposes is effective July 1, 1951 and, like the 
ceiling rate, will not be operative after the termination of the excess 
profits tax. 

It is estimated that in a full year of operation these changes in 
corporate rates will increase liabilities by $2,545 million before con- 
sideration is given to the effect on individual income taxes of the 
smaller amounts which will be available for corporation dividend 
payments. Of this amount, $2,250 million is attributable to the 
mcreases in the corporate normal tax and surtax and $12 million is 
attributable to the increase in the capital gains tax. The additional 
$283 million is attributable to increases in excess profits tax liabilities. 
It is estimated that after the decrease in individual income tax col- 
lections resulting from smaller dividend payments is taken into 
account, the net increase provided by the bill with respect to cor- 
porate rates will be $2,343 million. 

In the fiscal year 1952, ending June 30, 1952, it is estimated that the 
increases in corporate rates provided by the bill will increase revenues 
in this year by $961 million. 


A. Normat Tax, Surtax anp Caprtat Gains Tax Rate CHances 


For taxable years beginning after March 31, 1951, the bill provides 
a corporate normal tax rate ef 30 percent as compared to a normal 
tax rate of 25 percent under existing law. The corporate surtax rate 
under both the bill and existing law is 22 percent. Changes are also 
provided inthe bill in the credits allowed Western Hemisphere trade 
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corporations and the credits for dividends paid and received on pre- 
ferred stock of public utilities, which retain the tax differential pro- 
vided in these cases under existing law. These rate and credit 
changes are to terminate as of April 1, 1954. 

Since corporations with incomes of $25,000 or less are subject only 
to the normal tax, their rate of tax is increased from 25 percent to 30 
percent under the bill. The combined normal tax and surtax on 
mcomes in excess of $25,000 is increased from 47 percent to 52 percent. 
Table 7 compares for corporations with selected net incomes the com- 
bined corporate normal tax and surtax effective rates under the bill 
with those under existing law and under the law in effect prior to the 
enactment of the Revenue Act of 1950. The table indicates that under 
the provisions of the bill the effective rate, or average rate on the 
entire taxable income, for all corporations is 5 percentage points 
above existing law. 

Table 8 shows for corporations with selected net incomes the com- 
bined corporate normal tax and surtax liabilities under the bill, under 
existing law, and under the law in effect prior to the enactment of the 
Revenue Act of 1950. The increase in tax liabilities of the bill over 
existing law ranges in the cases shown from 20 percent on incomes 
under $25,000, to 10.64 percent on incomes of $100,000,000. 

The bill also provides a new corporate normal tax rate for 1951 for 
calendar year corporations. This rate is 28% percent which, when 
combined with the 22 percent surtax rate, gives a top rate of 50% per- 
cent for 1951. Thus, the tax rates in 1951 of these calendar year 
re rae are increased by three-quarters of the increase appli- 
cable in 1952 and 1953. This is roughly the equivalent of making the 
full 5-percentage-point increase effective April 1, 1951. For corpo- 
rations with taxable years beginning prior to July 1, 1950, and end- 
ing after March 31, 1951, the bill provides a formula for prorating the 
taxes due under the law in effect prior to the Revenue Act of 1950, 
under existing law and under the bill for years beginning after March 
31, 1951. For corporations with taxable years beginning after June 
30, 1950, and ending after March 31, 1951, the bill prorates the taxes 
due under existing law and under the bill for years beginning after 
March 31, 1951. In general these proration formulas provide that 
the tax due on the entire income is to be computed at the two or three 
different rates applicable. Then these taxes are multiplied by a frac- 
tion of which the numerator is the number of days in the corporation’s 
taxable year in which the rate in question is effective, and the de- 
nominator is the total number of days in its taxable year. The sum 
of these fractional taxes is the corporation’s final obligation. This 
latter procedure is also made applicable with respect to the termina- 
tion of the rate increases in 1954 for corporations with taxable years 
beginning before and ending after April 1, 1954. 
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TABLE 7.—Comparison of corporate combined normal tax and surtaz effective rates 
under present law and the conference bill 


Effective rates of combined normal tax 
and surtax (percent) 


Net income subject to normal tax and surtax 
Pre-1950 Present law 
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TABLE 8.—Comparison of corporate normal tax and surtaz liabilities under pre-1950 
law, present law, and conference bill 


Increase in tax liability 
Combined normal tax and surtax of conference bill over 
Net income subject to normal tax and present law 
surtax ne EN my need tata 
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As in the case of the alternative tax on capital gains of individuals, 
the bill raises the capital gains tax for corporations from 25 percent 
to 26 percent. This increase is applicable to taxable years beginning 
after March 31, 1951, and before April 1, 1954. It does not apply to 
years beginning before April 1, 1951, even though they end within 
this period. It does not, for example, apply to the calendar year 1951. 


B. Cremina Rate or Maximum Rate LIMITATION 


Under existing law the normal tax, surtax, 2-percent tax on con- 
solidated returns, and excess profits tax together may not exceed 62 
percent of a corporation’s excess profits net income (income deter- 
mined for excess profits before deducting the excess profits credit and 
unused excess profits credit carry-over).® Thus, for corporations with 

6 For this purpose the excess profits net income is substituted for the normal tax net incoine and surtax 
net income in computing the various taxes involved. The 30 percent excess profits tax rate is applied to 


adjusted excess profits net income—that is, excess profits net income after deduction of the excess profits 
credit and the unused excess profits credit carry-over. 
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effective income tax rates of about 47 percent under present law, this 
means that the excess profits tax may not exceed about 15 percent 
of their excess profits net income. 

The bill adopts a new type of ceiling rate. The ceiling rate in this 
bill is 18 percent of excess profits net income with respect to taxable 
years beginning after April 1, 1951, but applies only with respect to ex- 
cess profits tax liability and the proportion of the tax liability underthe 
consolidated returns tax which 1s attributable to the excess profits tax 
net income. For corporations with t1.come tax effective rates of about 
52 percent the 18-percent rate under the new formula is the equivalent 
of about a 70-percent ceiling rate on liabilities under the income taxes, 
consolidated return tax, and excess profits tax, taken together. How- 
ever, because of the $25,000 surtax exemption, the effective income tax 
rates of corporations with taxable incomes of less than $250,000 is less 
than 50 percent. As a result a ceiling rate of 70 percent on their 
combined income and excess profits liabilities is quite different from 
an 18-percent ceiling on their excess profits tax liabilities. Table 9 
shows, for selected income levels, the effective income tax rates under 
the bill, and the maximum effective rates with the 70-percent ceiling 
formula and the 18-percent ceiling formula. The table indicates that 
for corporations with incomes over $62,500" the 18-percent formula 
is the more generous, resulting in a maximum tax saving of about 5 


percent of total income for corporations with incomes of about 
$108,333. 


TABLE 9.—Corporation normal tax and surtax effective rates under the conference bill 
with a comparison of the maximum effective rates of income and exrcess-profits taxes 
under a 70-percent ceiling on income and excess-profits taxes with the ceiling rate 
under the conference bill (18 percent ceiling rate on eacess-profits tazes aloné) 





Maximum effective rate of income and 
Effeetive rate excess-profits tax 
é of ne tax 
urrent income and surtax = 
under confer- Fite nada 18 percent | Percentage 
ence bill exoess-profits excess-profits point 
ceiling “| tax ceiling difference 





Percent Percent 
1 30. 00 230. 00 
130. 00 230. 00 
1 38. 67 238. 67 
1 49. 50 | 249. 50 |__. 
1 56. 00 2 56. 00 |__. 
1 60. 33 260.33 |_ 
161. 20 61. 20 
1 63. 43 62.14 
165. 75 63.13 
1 67. 56 63. 89 
1 69. 00 | 64. 50 

70. 00 | 64. 92 

70. 00 | 66. 33 

70. 00 | 67. 25 

70. 00 67. 80 

70. 00 68. 17 

70. 00 68. 63 

70. 00 68. 90 

70. 00 69. 45 

70. 00 69. 95 

70. 00 69. 99 


tt POS BO Se OO BO 








1 As a result of the $25,000 surtax exemption and the $25,000 minimum credit, the maximum effective rate 


on income and excess-profits tax liabilities is always less than 70 percent for corporations with incomes below 
$108,333. 


2 As a result of the $25,000 minimum excess-profits tax credit, the maximum effective excess-profits tax 
rate for corporations with incomes below $62,500 is always less than 18 percent. 


’ For corporations with incomes under $62,500 the $25,000 minimum excess-profits tax credit prevents a 
higher effective rate than 18 percent under both formulas, 


91593—51 3 
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Under existing law the ceiling rate is 62 percent as compared with a 
top effective income tax rate (combined normal tax and surtax) of 47 
percent. With the increase of 5 percent in the normal tax provided in 
the bill an equivalent ceiling rate would be 67 percent. With the new 
type of ceiling rate the addition under the bill to bring the over-all rate 
for the largest companies from 52 percent to 67 percent, would be 15 
percent of excess profits net income. The increase to 18 percent is 
thus, in effect, an increase in excess profits tax for those corporations 
which are affected by the ceiling rate. 

For calendar year corporations the bill provides a ceiling rate on 
excess profits tax liability in 1951 of 17% percent. This represents 
three-fourths of the full increase made in the ceiling rate and is roughly 
the equivalent of making the increase in the ceiling rate effective 
April 1, 1951. For other corporations with years beginning before 
and ending after April 1, 1951, a proration formula is provided simi 
to that previously discussed in connection with the corporate rate 
changes. 


C. PERCENTAGE OF THE AVERAGE BasE Periop Net Income TAKEN 
Into Account In CoMPUTING THE Excerss-Prorits CREDIT 


Under present law a corporation in computing its excess-profits 
credit on the basis of average earnings may take into account only 
85 percent of its average earnings in its three best years in the period 
1946-49. The bill (sec. 602) reduces this percentage to 83 percent. 

This change is effective as of July 1, 1951, and becomes inoperative 
at the time of the termination of the excess profits tax, June 30, 1953. 
For calendar year corporations the credit to be used in determining the 
credit for 1951 will be 84 percent. For other corporations with taxable 
years beginning before and ending after July 1, 1951, the credit is 
prorated between the 85 percent and the 83 percent on a basis similar 
to that previously discussed in connection with the corporate income 
tax changes. 


D. DistrrsuTION OF THE BURDEN 


Table 10 shows the combined corporate income and excess profits 
tax liabilities of corporations in various income classes under existing 
law and under the conference bill. The table indicates that of the 
415,182 corporations with taxable net income, 292,491, or about 70 
percent of the total, have incomes of less than $25,000. These corpo- 
rations, which have 4.8 percent of the total taxable income, bear 
about 4.3 percent of the increase in tax liabilities provided by the 
bill. The 45,022 corporations with incomes of $100,000 and over, 
which constitute about 11 percent of the total number of corpora- 
tions with taxable net income, have 87.25 percent of the total taxable 
income, and bear about 88.2 percent of the increase provided by the 
bill. 
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Taste 10.—Estimated corporate net income, taxable returns, and tax liability 
under present law and under the conference bill ! 





Income and excess 
Number of| Taxable profits tax liabilities Increase 
bl RS 





Taxable net income classes taxable net 
returns income Present |Conference| present 
bill w 

Millions Millions Millions Millions 
re nn academe 292, 491 $2, 16 $540 $108 
$25,000 to $50,000... ..............-........ 47, 192 1, 566 520 602 82 
SEOORG 00 GIGD BOO. nic enie ce ncn cc cceneuss 477 2, 018 899 1, 009 110 
SP Pee aa eae rea 45, 022 39, 311 21, 426 23, 659 2, 233 
Total, excluding capital gains___._._- 415, 182 45, 056 23, 385 25, 918 2, 533 
Capital gains. -_.............- Dilated dein citi echs wainibinebilided sina 1, 200 300 312 12 
Total, including capital gains... ..__- 415, 182 46, 256 23, 685 26, 230 2, 545 

PERCENTAGE DISTRIBUTION 

Sie Oe Ae nn oink a ancabics dcdninin se 70. 45 4.80 2.31 2. 50 4.26 
EEE OF ree ae 11.37 3. 47 2.22 2.32 3.24 
$50,000 to $100,000_..............--.......- 7.34 4.48 3. 85 3.89 4.34 
Se NE BE. cits cnntdddenmccseemnene 10. 84 87. 25 91. 62 91. 29 88. 16 
Total, excluding capital gains__.__..- | 100. 00 100. 00 100. 00 100. 00 100. 00 


1 Based on a level of profits before tax (Commerce basis) of $48 billion. 
Ill. Tax-Exempt ORGANIZATIONS 


The bill imposes the regular corporate income tax on certain undis- 
tributed profits of the following organizations fully exempt from 
income tax under section 101 of the present law: Farmers’ purchasing 
and marketing cooperatives, mutual savings banks, and State char- 
tered savings and loan associations (including cooperative banks) as 
well as Federal savings and loan associations. Other provisions of the 
bill which deal with tax-exempt organizations include an amendment 
taxing the unrelated business of colleges and universities of States and 
local governments ; an amendment specifically exempting from income 
tax for years prior to 1951 the “feeder” corporations of certain types 
of educational and charitable organizations ; an amendment exempting 
from tax publishing businesses of educational organizations under 
certain conditions and for a limited period of time; and an amendment 
providing a deduction for a limited period of time for repayments of 
debts incurred under certain circumstances in the acquisition by 
colleges of unrelated businesses. 

It is estimated that in a full year of operation the provisions referred 
to above will increase revenues by $28 million. 


A. Cooperatives (Sec. 314) 


Section 101 (12) of the code exempts from income tax all farm 
cooperatives which meet certain specified requirements. This exemp- 
tion includes not only cooperatives marketing the products of farmers 
but also cooperatives purchasing products and reselling them to 
farmers. The chief requirements which must be met by cooperatives 
ew to be exempt from income tax under section 101 (12) are as 
follows: 
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1. They must be farmers’, fruit growers’, or like associations 
organized and operated on a cooperative basis for the purpose 
of marketing products or purchasing supplies for their members. 

2. Substantially all of their stock (other than preferred non- 
votiog stock) must be owned by producers marketing products or 
purchasing supplies through the cooperatives. 

3. The marketing of products of nonmembers may not exceed 
50 percent in value of the cooperative’s total marketing. 

4. The purchasing for no amembers may not exceed 50 percent 
of the cooperative’s total purchasing, and the purchasing for per- 
sons who are neither members nor producers may not exceed 15 
percent of the cooperative’s total purchasing. 

5. Nonmembers must not be discriminated against in the 
allocation of patronage dividends or refunds to the accounts of 
patrons. 

At the present time, the advantages which are derived from exemp- 
tion can be summarized as follows: First, the earnings of a cooperative 
which are paid out to shareholders in the form of dividends on capital 
stock are not taxable to an exempt cooperative but are taxable to other 
cooperatives. Second, any part of the net margins or profits which are 
retained as reserves and not allocated to the accounts of patrons are not 
taxable to an exempt cooperative but are taxable in the case of other 
cooperatives. Third, nonoperating income such as interest, dividends, 
rents, and capital gains and also the income from certain business done 
with the United States Government or its ageacies, is taxable to the 
ordinary cooperative even when allocated to the accounts of patrons, 
but.is tax-free to the exempt cooperative whether or not allocated. 

Section 314 of the bill continues the income tax exemption provided 
by section 101 (12) of the code but removes from its application earn- 
ings which are placed in reserves or surplus and not allocated or 
credited to the accounts of patrons. In addition to being tax-free 
with respect to patronage dividends paid or allocated to patrons, as is 
generally also true in the case of other cooperatives, the cooperatives 
coming under section 101 (12) are also to remain exempt with respect 
to amounts paid as dividends on capital stock; and with respect to 
amounts allocated to patrons where the income involved was not 
derived from patronage, as in the case of interest, rents or income 
derived from business done with the Federal Government. Amounts 
which are allocated or paid to patrons, with respect to patronage, are 
to be deductible to the cooperative if made on or before the 15th day 
of the ninth month following the close of the year in which the patron- 
age occurred. Similarly, where nonpatronage income is allocated 
to patrons before the middle of the ninth month of the year, it is 
deductible in the preceding year. 

As a result of this action, all earnings or net margins of cooperatives 
will be taxable either to the cooperative, its patrons, or its stockholders, 
with the exception of net margins on patronage which are paid or 
allocated to patrons on the basis of purchases of personal, rather than 
business, expense items. With this exception, funds which are allo- 
cated to the accounts of patrons, or paid in cash or merchandise, are 
taxable to them. ‘This is true in the case of either taxable or tax- 
exempt cooperatives. Funds which are not paid or allocated to 
pitrons but are retained as reserves by the cooperatives will be taxable 
to the cooperative. This also will be true of both types of coopera- 
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tives. Funds paid out as dividends on ordinary capital stock in the 
case of the exempt cooperative will be taxable to the stockholder, 
while in the case of the taxable cooperative a tax is imposed at both 
the stockholder and the cooperative levels. 

In the case of either a tax-exempt or a taxable cooperative net mar- 
gins earned on patronage (but not earnings from other sources) which 
are paid or allocated to patrons on the basis of personal expense items 
have been held to have no income-tax consequences to the patrons, 
on the grounds that they represent a return with respect to expendi- 
tures by the patron of a personal nature, for which no income tax 
deduction has been taken by him. 

With respect to patronage dividends, any corporation, except those 
exempt from tax under section 101 (10) and (11) and those taxed 
under supplement G, are required by the bill to make information 
returns giving the name and address of patrons to whom they have 
made allocations or cash and merchandise payments amounting to 
$100 or more and the amount of such allocations. In addition, the 
Secretary of the Treasury is given the authority to require these infor- 
mation returns with respect to all patronage dividends irrespective of 
the size of the patronage dividends. The organizations to which this 
provision is not applicable include REA cooperatives, mutual ditch or 
irigation companies, cooperative telephone companies, mutual casu- 
alty and fire insurance companies, and mutual life insurance companies. 

he amendments made by the bill with respect to the tax treatment 
of cooperatives exempt under section 101 (12) of the code are appli- 
cable to taxable years beginning after December 31, 1951. The 
amendment requiring certain information returns with respect to 
patronage dividends is applicable to the calendar year 1951 and 
subsequent years. 


B. Murvatu Financia Institutions 


1, Mutual savings banks (secs. 313, 346) 


The primary function of mutual savings banks is to provide safe 
and convenient facilities to care for savings. They also have the 
responsibility of investing the funds left with them so as to be able 
to give their depositors a return on their savings. ; 

Most mutual savings banks were started by groups of individuals 
who put up guaranty funds which were repaid out of subsequent 
earnings. 1e organizers appointed boards of trustees to manage the 
affairs of the banks. The boards of trustees, which are generally self- 
perpetuating, direct the policies of the banks, subject to the limitations 
imposed upon them by the laws of the several States in which they 
operate. The depositors themselves have no voice either in the choice 
of trustees or in the management of the bank’s affairs. However, 
since a mutual savings bank has no capital stock, everything that the 
bank earns is, in theory, held for the benefit of the depositors. 

With respect to outlets for their funds, mutual savings banks are 
subject to limitations similar to those which apply to other banking 
institutions. They are not limited to making loans only to depositors 
or members. Table 11 shows the types of assets held by mutual 
savings banks as of December 30, 1950, and in the case of federally 
insured mutual savings banks, the types of real-estate loans as of 
June 30, 1950, and their earnings, expenses, and dividends for the 
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your ending December 30, 1950. The table indicates that United 
tates Government obligations represent nearly 51 percent, and 
loans 38 percent of the total loans and investments of these banks. 
Table 11 also indicates in the case of federally insured mutual savings 
banks, for which statistics are available, that, as of June 30, 1950, 
about 33 percent of the real-estate loans held by these banks were 
either insured by the Federal Housing Administration or guaranteed 
by the Veterans’ Administration. The total deposits of mutual 
savings banks as of June 27, 1951, were $20,400 million and their 
capital accounts, $2,290 milion,’ indicating that they have reserves of 
slightly over 11 percent of their deposits. 


TaBLeE 11.—Types of assets held by mutual savings banks as of Dec. 30,.1950; and, 
for federally insured mutual savings banks, types of real estate loans held as of 
June 30, 1950; and earnings, expenses, and dividends in the calendar year 1950 


I. ASSETS OF ALL MUTUAL SAVINGS BANKS IN THE UNITED STATES, AS OF 
DEC. 30, 1950 


[Dollar amounts in millions] 


Number of banks, 529. 


Il. FEDERALLY INSURED AND CONVENTIONAL REAL ESTATE LOANS HELD BY 


INSURED MUTUAL SAVINGS BANKS, JUNE 30, 1950 


[Dollar amounts in millions] © 


Total real estate loans 


Federally insured: 
Insured FHA and guaranteed VA mortgage loans on 1- to 4-family properties 
Insured FHA and guaranteed VA loans on 5 or more family properties. 


Number of insured mutual savings banks, 192. 


Ill. EARNINGS, EXPENSES AND DIVIDENDS OF INSURED MUTUAL SAVINGS BANKS 
FOR THE YEAR ENDING DEC. 30, 1950 


[Dollar amounts in thousands] 


Current operating earnings, total 


Interest, discount, and other income on real estate loans. 

Interest on U. 8S. Government obligations, direct and guaranteed 
Other current earnings 

Current operating expenses 

Net current operating earnings 

Dividends (interest) paid on deposits 

Net profits after interest and dividends 


Number of insured mutual savings banks, Dec. 30, 1950, 194. 
Source: Annual Report of the Federal Deposit Insurance Corporation for the year en ks 

pp. 55 and 272, and Operating Insured Cofnmercial and Mutual Savings Banks, ts and Liabilit 
une 30, 1950, Rept. No. 33, Federal Deposit Insurance Corporation. 


8 These statistics are published regularly in the Federal Reserve Bulletin. 
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Under present law section 101 (2) of the code exempts mutual 
savings banks from the payment of income tax. The effect of the 
exemption has been to relieve mutual savings banks of income tax 
on the amounts retained as undivided profits and additions to surplus. 

Section 313 of the bill removes the income tax exemption of mutual 
savings banks but permits them to deduct amounts paid or credited 
to the accounts of depositors and permits them to deduct certain 
amounts credited to a reserve for bad debts. The deduction for addi- 
tions to bad debt reserves may be a “reasonable addition to a reserve 
for bad debts * * * determined with due regard to the amount 
of the taxpayer’s surplus or bad debt reserves existing at the close of 
December 31, 1951.” This addition to bad debt reserves may be 
determined under regulations provided by the Commissioner of Internal 
Revenue on a similar basis as that now used in a case of ordinary 
commercial banks. However, in the case of mutual savings banks the 
institution is to be permitted to make any additions to these reserves 
which it deems necessary until the reserves, plus surplus and undivided 
profits, equal 12 percent of its total deposits. The limitation of 12 per- 
cent of total deposits is a limitation only as to additions to reserves 
which the institution can make, without reference to the rules provided 
by the Commissioner of Internal Revenue. The latter conceivably 
might in some cases permit additions to reserves in excess of 12 percent 
of total deposits. In addition, mutual savings banks are to be allowed, 
as a deduction from gross income, any amount curreitly paid to the 
United States, to any Federal instrumentality exempt from Federal 
income taxes, or to any mutual fund established under the authority 
of the laws of any State, in repayment of indebtedness incurred prior to 
September 1, 1951. On the remaining income, mutual savings banks 
are to be subject to the regular corporate income tax (but not the 
excess profits tax). An exception is made in the case of mutual, non- 
stock institutions organized prior to September 1, 1951, for the purpose 
of providing reserve funds for, and insurance of, shares or deposits in 
mutual savings banks. These organizations will continue to be exempt 
from income tax under section 101 of the Code. This provision is effec- 
tive with respect to taxable years beginning after December 31, 1951. 

Section 346 of the bill also deals with mutual savings banks having 
life insurance depfirtments, and provides that their life insurance de- 
partments, even though not separately incorporated, are to be treated 
separately for tax purposes and taxed in the same manner as life in- 
surance companies generally, if the accounts of these departments are 
segregated from the other accounts of the bank. This provision also 
is effective with respect to taxable years beginning after December 
31, 1951. 


2. Savings and loan associations (sec. 313) 


The primary function of savings and loan associations is to provide 
facilities for saving and to provide a means for financing the purchase 
of homes. These organizations, which also go under the name of 
building and loan associations, are typically nonstock corporations 
which secure their funds through deposits, which are known as 
“shares.”’ Savings and loan associations may be chartered by the 
States or by the Home Loan Bank Board. Of the 5,980 associations 
which were doing business at the end of 1949, 1,505 were Federal 
associations and the remainder were State-chartered institutions. 
The former group accounted for $7.1 billion, or nearly 50 percent, of the 
$14.7 billion of total assets of all the associations. 
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Not all of the earnings of savings and loan associations are dis- 
tributed in the form of cash or credited to the shareholders’ accounts. 
Some earnings are set aside in various reserve accounts, and some are 
retained as undivided profits. At the end of 1949, the general reserves 
and undivided profits of all savings and loan associations in the United 
States amounted to $1.1 billion. This was over 7.5 percent of the 
$14.7 billion of private savings invested in these institutions. 

Most of the assets of savings and loan associations take the form of 
mortgage loans, usually on residential properties. Thirty years ago, 
this type of loan accounted for over 90 percent of the assets of these 
institutions; today, the percentage is somewhat lower, although mort- 
rage loans represented 80 percent of all assets held at the end of 1950. 
Table 12 shows for 1950 the types of assets held by savings and loan 
associations at the end of the year 1950, and in the case of federally 
insured associations, the types of mortgage loans held at the end of 
the year and the net income, dividends, and additions to undivided 
profits during the year. 


TARLE 12.—Types of assets held by savings and loan associations as of Dec. 30, 
1950, and for federally insured associations, types of real-estate loans held as of 
Dec. 30, 1950, and income, dividends, and undivided profits and reserves in 1950 


I, ASSETS OF ALL SAVINGS AND LOAN ASSOCIATIONS AND INSURED SAVINGS AND 
LOAN ASSOCIATIONS AS OF DEC. 30, 1950 


{Dollar amounts in millions] 





All savings and ge savings 


; d loan 
loan associations sieotiations 





Total assets -- 2 $13, 644 
First-mortgage loans______- =o 3, $11, 153 
Cash. .-- ee 3 $800 
U. 8. Government obligations ; ; $1, 202 

Number of associations- 980 2, 


Il, FEDERALLY INSURED AND CONVENTIONAL FIRST-MORTGAGE LOANS HELD 
BY INSURED SAVINGS AND LOAN ASSOCIATIONS, DEC, 30, 1950 


{Dollar amounts in millions] 


Item Amount 
a a aT 
Tatel Grae aiertease 1e0s.. - e558 occ cceibc cy gba tho diees dens op dbdankebatiesds 2 $11, 188 


Federally insured: 
VA-guaranteed loans__._....-_-- 
FHA-insured loans 


Ill. INCOME, DIVIDENDS, AND UNDIVIDED PROFITS OF INSURED SAVINGS AND 
LOAN ASSOCIATIONS, FOR THE YEAR ENDED DEC, 30, 1950 


[Dollar amounts in thousands] 








Net income ; $411, 347 
Dividends 


Undivided profits and reserves_____- 





i Preliminary. 
2 The difference between this figure and the comparable category shown in pt. I is due to differences in 
accounting methodology. 


Sources: Statistical Summary, 1951, Home Loan Bank Board, pp. 8 and 14; Operational Analysis Section 
Home Loan Bank Board. 
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State-chartered savings and loan associations at present are exempt 
from income tax under section 101 (4) of the code. In addition, Fed- 
eral savings and loan associations which are chartered by the Federal 
Government are exempt from income tax under the Home Owners’ 
Loan Act of 1933 and are covered by subsection (15) of section 
101 of the code providing for the exemption of United States 
instrumentalities. 

Section 313 of the bill removes the income tax exemption of savings 
and loan associations, including Massachusetts cooperative banks 
and those chartered by the Federal Government, but allows them to 
deduct dividends paid to depositors and the amounts placed in bad- 
debt reserves. The deduction for additions to bad-debt reserves is 
the same as that previously described in the case of mutual savings 
banks. Thus, the deduction may be a “reasonable addition to reserve 
for bad debts” but in no case less than the institution deems necessary, 
until the reserves equal 12 percent of total deposits or share accounts. 
In addition, savings and loan associations are to be allowed as a 
deduction from gross income any amount currently paid to the United 
States, to any Federal instrumentality exempt from Federal income 
taxes, or to any mutual fund established under the authority of the 
laws of any State, in repayment of indebtedness incurred prior to 
September 1, 1950. On the remaining income the savings and loan 
associations are subject to the ordinary corporate income tax (but not 
excess profits tax). As in the case of mutual savings banks, mutual 
nonstock organizations established prior to September 1, 1951, for the 
purpose of providing ‘reserve funds for, or insurance of, shares or 
deposits in savings and loan associations (including cooperative banks) 
are to continue to be exempt under section 101 of the code. This 


eee is effective with respect to taxable years beginning after 
ecember 31, 1951. 


C, UNRELATED Bustness INCOME oF STATE AND Loca GOVERNMENT 
CoLLEGES AND UNIversiItTiEes (Sec. 339) 


The Revenue Act of 1950 imposed the regular corporate income tax 
on certain tax-exempt organizations which are in the nature of cor- 
porations, with respect to so much of their income as arises from 
active business enterprises which are unrelated to the exempt pur- 
poses of the organization (including certain “lease-back” income). 
However, this provision does not apply to such income of universities 
and colleges of States and local governmental units. Section 339 of 
the bill extends the present tax to the unrelated business income of 
universities and colleges of States and of other governmental units. 
As a result, governmental universities and colleges will be taxable 
on income derived from any unrelated business activities carried on 
by the schools themselves (including the income derived from leases 
for over 5 years of property purchased with borrowed funds). Their 
‘“‘feeder’’ corporations carrying on a trade or business also will be fully 
taxable. 

This amendment is effective with respect to taxable years beginning 
after December 31, 1951. 


91593—5 1—_—_4 
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D. Epucationat “Freeper” Corporations (Src. 601) 


The Revenue Act of 1950 included a series of provisions which, 
under specified conditions, resulted in the imposition of taxes on 
educational, charitable, and certain other tax-exempt organizations, 
foundations, and trusts. Among these provisions was one which for 
1951 and subsequent years specifically denied exemption to “feeder” 
corporations, that is, corporations carrying on a trade or business for 
profit whose profits inure exclusively to organizations exempt under 
section 101 of the code. With respect to prior years the tax status of 
such corporations was then in litigation. With respect to these years 
the Revenue Act of 1950 provided that no tax would be asserted for 
years prior to 1947 unless a deficiency had already been asserted, or 
taxes had already been assessed or paid. 

Section 601 of the bill amends section 302 of the Revenue Act of 
1950 to provide that for years prior to 1951 exemption is not to be 
denied feeder corporations if their profits inure to a regularly estab- 
lished school, college, or university or to a regularly established 
hospital, or institution for the rehabilitation of physically handicapped 
persons. The section further provides that it is not to be construed 
as having any effect on the tax status of feeder corporations of other 
types of educational or charitable organizations for years prior to 
1951. 


E. Pusiisoinc Bustness CARRIED ON BY TAx-EXEMPT 
ORGANIZATIONS (SxEc. 347)> 


As pointed out in the preceding discussion, the Revenue Act of 
1950 imposed the corporate income tax on the “unrelated business 
income” of certain tax-exempt organizations. This provision has 
resulted in some cases in the imposition of tax upon universities with 
respect to income derived from the operation of a publishing business. 
Section 347 of the bill provides that income from this type of activity 
shall continue to be exempt even though in fact unrelated to the 
function of the tax-exempt organization if by the end of 2 years the 
operation of the publishing business becomes substantially related 
to the exercise or performance by the organization,of its educational 
or other purpose or function described in section 101 (6). 

This amendment is applicable with respect to taxable years begin- 
ning after December 31, 1950, and prior to January 1, 1953. 


F, Depuction or REPAYMENTS OF INDEBTEDNESS IN THE CASE OF 
EpvucaTIONAL ORGANIZATIONS CARRYING ON CERTAIN TYPES OF 
UNRELATED TRADES OR BustNessEs (Sec. 348) 


Section 348 of the bill adds a new provision to section 422 (a) of 
the code which deals with the taxation of the unrelated business income 
of certain tax-exempt organizations. It provides that educational 
organizations with regular student bodies and faculties which carry 
on an unrelated trade or business as a partnership are to receive 
deductions for taxable years beginning before January 1, 1954, with 
respect to so much of the gross income received from the partnership 
as is required to repay indebtedness incurred by the organizations 
in acquiring the unrelated trade or business. However, the deduction 
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is permitted only with respect to so much of the income as is required 
to be used for repayment of the indebtedness by a contract entered 
into by the educational organization prior to January 1, 1950. In 
addition, the partnership must have been formed prior to January 1, 
1950, substantially all of its assets must have been acquired by the 
educational organizations prior to the same date. Also, the deduction 
is limited to repayments of indebtedness incurred prior to January 
1, 1950. 

This provision is effective with respect to taxable years beginning 
after December 31, 1950, and prior to January 1, 1954. 


IV. STRUCTURAL CHANGES IN THE INCOME TAXES 


1. Surtaz exemptions and minimum excess profits tax credits of related 
corporations (sec. 121) 

Under existing law the $25,000 corporate surtax exemption and the 
$25,000 minimum credit under the excess-profits tax are available to 
any corporation whether or not it is a member cf a group or chain of 
related corporations. 

Section 121 of the bill adds a new subsection (c) to section 15 of the 
Internal Revenue Code, dealing with cases where, after December 31, 
1950, corporations split up into two or more corporations for the pur- 
pose of obtaining one or more additional $25,000 surtax exemptions 
and $25,000 minimum excess profits credits. The new subsection 
provides that if a corporation transfers, after that date, all or a part of 
its property other than money to a newly organized corporation (or to 
a dormant corporation utilized for that purpose), the transferee corpo- 
ration will not be allowed to have $25,000 of its income exempt from 
surtax, nor be allowed a minimum excess profits credit of $25,000, if 
after the transfer avd during any part of the taxable year the old cor- 
poration or its stockholders, or both, own 80 percent or more of its 
voting stock or 80 percent of the total value of its stock, unless it can 
show by a clear preponderance of the evidence that the corporate 
split-up was not made with a major purpose of obtaining an additional 
surtax-exemption or minimum excess-profits credit. 

Although it is provided that, in general, the transferee corporation 
in such cases will have no surtax exemption or minimum excess- 
profits credit, the Secretary is authorized to allow all or any part 
of the surtax exemption or the minimum excess-profits credit to the 
transferee corporation, or to apportion either the exemption or credit 
between two or more corporations, if that will not result in tax avoid- 
ance. Thus, if the original corporation is split up into two or more 
corporations and then liquidated, the surtax credit and the minimum 
excess-profits credit which the old corporation would have had may 
be allowed to one of the new corporations or equitably divided be- 
tween them. Or if the old corporation continues to operate part of 
the business but has an income for any taxable year of less than $25,000 
that part of the surtax exemption or the minimum excess-profits 
credit which it does not need may be allocated to the new corporation, 

In determining the extent of an individual’s holdings of the stock 
of a corporation for the purpose of determining control, he is to be 
deemed to own stock held directly or indirectly by or for his spouse 
or minor children, and also that portion of the stock owned by a 
corporation, partnership, estate, or trust in which he holds an interest, 





23 SUMMARY OF PROVISIONS OF THE REVENUE ACT OF 1951 


which reflects the extent of his interest in such corporation, partner- 
ship, estate, or trust. 

This provision of the bill does not prohibit or discourage expansion 
of an existing business accompanied by the formation of new cor- 
pain: as distinguished from the mere split-up of an existing 

usiness nor does it prevent an individual or a group of individuals 
who may own the stock of a corporation from forming additional 
corporations to engage in a similar or a different business. A cor- 
poration wishing to expand its activities may use a part of its funds, 
whether or not those funds represent accumulated earnings, to form 
the capital of a new corporation, acquiring the stock of the new 
corporation in exchange for those funds. Or an individual who owns 
all the stock of a corporation may use any cash or property he owns 
to form a new corporation. In such cases the new corporation will 
be ao the full surtax exemption and the minimum excess profits 
creait. 

This provision of the bill applies only to taxable years in which the 
excess profits tax is in effect. 


2. Additional withholding upon agreement by employer and employee 
(sec. 203) 

At the present time withholding on wages and salaries is provided 
only at the first bracket rate of tax even though part of the employee’s 
income may be subject to a higher rate of tax. Section 203 of the 
bill amends section 1622 of the code to provide that additional with- 
holding may be authorized where both the employer and employee 
agree to it. 


8. Payments to beneficiaries of deceased employees (sec. 302) 

Section 22 (b) (1) of the code excludes from gross income amounts 
received under a life-insurance contract paid by reason of the death 
of the insured, whether in a single sum or otherwise. However, by its 
terms, this provision is limited to life-insurance payments, and the ex- 
clusion does not extend to death benefits paid by an employer by reason 
of the death of an employee. Section 302 of the bill excludes from 
gross income death benefits not in excess of $5,000 paid by any one 
employer with respect to any single employee’s beneficiary or bene- 
ficiaries in accordance with a preexisting contract. 

This provision is effective with respect to taxable years beginning 
after December 31, 1950. 


4. Basis of joint and survivor annuities included in the gross estate (sec. 
303) 


Section 113 (a) (5) of the code provides that property acquired by 
bequest, devise, or inheritance shall have a basis for determining 
gain or loss equal to its fair market value at the date of the decedent’s 
death or, if the decedent’s executor elects the optional valuation date, 
at a date 1 year after the decedent’s death. However, all property 
which is included in the decedent’s gross estate for estate-tax purposes 
does not take a new basis upon the decedent’s death. A joint and 
survivor annuity is includible in the decedent’s gross estate but is 
treated as a gift for basis purposes so that, for purposes of gain, it has 
the same basis as in the hands of the donor. 

Section 303 of the bill amends sections 22 (b) (2) and 113 (a) (5) of 
the code to provide that where a joint and survivor annuity is included 
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in the decedent’s gross estate, its basis is to be the value of the property 
included in the estate and that basis is to be the ‘‘consideration paid’’ 
for the purpose of determining that portion of the annuity which the 
survivor must include in gross income. 

This amendment is to apply only where the decedent dies after 
December 31, 1950. 


§. Income from discharge of indebtedness (sec. 304) 

Section 22 (b) (9) of the code excludes from gross income, in the 
case of a corporation, the amount of income attributable to the 
discharge of indebtedness evidenced by a bond, debenture, note, 
certificate, or other evidence of indebtedness. Gain may arise from 
the discharge of indebtedness, for example, where a corporation buys 
back its own bonds at less than their face value. The provisions of 
this section are temporary under existing law and expire automatically 
on December 31, 1951. Section 304 of the bill provides for the 
permanent enactment of the section. 

The exclusion provided by section 22 (b) (9) is to be applicable only 
if the corporation consents to a reduction in the basis of its properties 
under section 113 (b) (3) in accordance with the regulations then in 
effect. The reduction of basis under section 113 (b) (3) isin an amount 
equal to the income excluded under section 22 (b) (9). In the event 
an amount is excluded from gross income under these provisions, an 
adjustment is made for unamortized premium or unamortized discount 
on the discharged obligation. 

Existing regulations provide that an amount equal to the excluded 
income is first to be applied in reduction of the basis of the specific 
property (other than inventory, notes, or accounts receivable) in the 
acquisition of which the indebtedness was incurred. The reduction 
of basis in such case merely reflects an adjustment in the purchase 
price of the property. The reduction of basis under the regulations 
is then successively applied to the following classes of property: (1) 
Property securing the indebtedness, (2) other property of the taxpayer, 
and finally (3) inventory and accounts and notes receivable. Within 
these classes, the reduction in basis is applied proportionately to the 
property included in the class without regard to whether the property 
is depreciable or nondepreciable. It is understood that the Secretary 
of the Treasury will require by regulations that, after adjustment of 
the basis of certain property acquired with the purchase money 
indebtedness, whatever reduction in basis of property remains to be 
taken under séction 113 (b) (3) will be taken, in general, against 
depreciable property or property subject to cost depletion and only 
as a last resort against nondepreciable property. Thus, in general, 
a reduction in the basis of nondepreciable property will be made only 
after the exhaustion of depreciable property or property subject to 
cost depletion. 

Section 304 of the bill makes a technical amendment to section 
22 (b) (9) to allow for greater flexibility as to the time for filing the 
required consent to a reduction of basis. Under the present law, the 
taxpayer must file its consent with its return for the taxable year. 
The bill amends the section to provide that the consent shall be filed 
at such time as the Secretary of the Treasury may prescribe. 

This amendment is to be effective with respect to taxable years 
ending after December 31, 1950. 





of 


24 SUMMARY OF PROVISIONS OF THE REVENUE ACT OF 1951 


Section 304 of the bill also extends for an additional 3-year period 
the exclusion provided for railroad corporations under section 22 (b) 
(10) of the code. Section 22 (b) (10) provides that the amount of 
income attributable to the discharge of any indebtedness of a rail- 
road corporation, as defined in section 77 (m) of the National Bank- 
ruptcy Act, shall be excluded to the extent that such income is deemed 
to have been realized by a modification or cancellation of indebtedness 
pursuant to an order of the court in a receivership pro ing or a 
proceeding under section 77 of the National Bankruptcy Act. Under 
present law this section also expires automatically on December 31, 
1951. Unlike section 22 (b) (9), section 22 (b) (10) does not require 
a reduction in the basis of the taxpayer’s properties as a condition to 
the exclusion of the income. The extension of the expiration date of 


a, 22 (b) (10) made by this section of the bill is to December 31, 
1954. 


6. An allowance for certain members of the Armed Forces (Sec. 
5 . 

The Revenue Act of 1950 added a new section 22 (b) (13) to the code 
which excludes from taxable income the compensation of members of 
the Armed Forces of the United States received for active service in 
combat zones such as Korea. This exclusion covers all the pay of 
enlisted men and warrant officers and the first $200 per month paid 
to commissioned officers. The present exclusion only applies to 
services performed after June 24, 1950, and prior to January 1, 1952. 

Section 305 of the bill makes three changes in the existing provision. 
First, the exemption is extended for 2 years beyond the present 
termination date to January 1, 1954. Second, the exemption is 
extended to include the compensation of military personnel received 
while hospitalized as a result of wounds, disease, or injury incurred 
while serving in a combat zone. Third, June 25, 1950 (and not June 
27) is to be considered the date when combat commenced. 

These amendments to section 22 (b) (13) are applicable to taxable 
years ending after June 24, 1950. 


7. LIFO method of accounting (sec. 306) 


Under the present law taxpayers using the LIFO inventory method 
have until the end of 1952 in which to make replacements of inven- 
tories involuntarily depleted during World War IJ. They have until 
the end of 1955 to make replacements of inventories involuntarily 
depleted during the present emergency. However, inventory replace- 
ments are required to be attributed to the most recent liquidations 
not already replaced, so that a replacement before the end of 1952 
must be treated as a replacement of inventory liquidated during the 
present emergency before any inventory increases can be treated as 
replacements of inventory liquidated during World War II. 

Section 306 of the bill provides, in effect, that replacements made 
prior to 1953 are first to be deemed to be replacements of liquidations 
during the World War II period rather than first being deemed to be 
replacements of liquidations during the present emergency. 

This provision is effective with respect to taxable years ending after 
June 30, 1950. 
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8. Medical expenses (sec. 307) 


Sec. 23 (x) of the code permits the deduction of a taxpayer’s medical 
expenses only to the extent that such expenses exceed 5 percent of the 
taxpayer’s adjusted gross income. 

Section 307 of the bill removes this 5-percent limitation for any tax- 
payer, if either the taxpayer or his spouse is age 65 or over, but only 
with respect to the medical expenses of such taxpayer and his spouse. 

This bill does not affect the maximum limitations of present law on 
the amount of the deduction. 

This provision of the bill is effective with respect to taxable years 
beginning after December 31, 1950. 


9. Elections to use the standard deduction and to file joint or separate 
returns (secs. 808, 312) 


Section 23 (aa) of the code permits an individual the use of an op- 
tional standard deduction in lieu of itemizing his deductions. The 
election to use either of these methods of handling deductions is bind- 
ing upon the taxpayer for the taxable year with respect to which the 
option is exercised. 

Under section 51 of the code, married taxpayers may file either 
separate returns or a single joint return. The election, once made, 
as to which type of return to file is binding with respect to the taxable 
year for which the return is filed. 

Section 308 of the bill provides that individuals who have used 
the standard deduction when filing their return may substitute 
itemized deductions at any time within the period of the statute of 
limitations. Moreover, taxpayers who have itemized their deduc- 
tions are also to have the option to amend their return within the 
same period in order to take advantage of the standard deduction. 
This provision is effective with respect to taxable years beginning 
after December 31, 1949. 

Section 312 of the bill provides that married individual income 
taxpayers who file separate returns may exercise the right to change 
their election and file joing returns at any time within the period of 
the statute of limitations. This provision is effective with respect to 
taxable years beginning after December 31, 1950. 


10. Expenditures in the development of mines (sec. 309) 


Under existing law and regulations all expenditures made with 
respect to a mine prior to the time it has reached the production 
stage must be capitalized, except that incidental income from the 
production of ore while the mine is being developed is offset by de- 
velopment expenditures, only the excess of such expenditures over 
such receipts being capitalized. Amounts so capitalized are de- 
ductible for income-tax purposes only through depletion allowances. 

Included in the expenditures which must be so capitalized are the 
costs of shafts, tunnels, galleries, etc., which are necessary to make 
the ore or other mineral accessible. Such expenditures are required 
to be capitalized only until the mine reaches the production stage, 
which occurs when the major portion of the mineral production is 
obtained from workings other than those opened for the purpose of 
development, or when the principal activity of the mine becomes the 
production of developed ore rather than the development of additional 
ores for mining. 
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After a mine reaches this production stage, continued expenditures 
must be made to extend tunnels, galleries, etc., as the working face 
of the ore or other mineral recedes. Such expenditures are generally 
deductible currently. However, if they are extraordinary in scope 
they are treated as prepaid expenses to be deducted ratably as the 
ore benefited by the expenditure is produced and sold. 

Section 309 of the bill provides that the taxpayer, with respect to 
expenditures paid or incurred after December 31, 1950, in the develop- 
ment of a mine or other natural deposit may elect either to deduct 
development expenditures, whether incurred before or after the 
production stage has been reached, in the year when they are incurred, 
or to treat development expenditures incurred before the production 
stage has been reached as deferred expenses, to be deducted ratably 
as the ore or mineral is sold. Such an election may be made for each 
year, but must be for the total amount of net development expendi- 
ture made in that year with respect to the mine. 

This provision applies only when the expenditures are made after 
the existence of ores or minerals in commercially marketable quantities 
has been determined and the development stage has begun. It does 
not apply to oil or gas wells 

Expenditures made for the purchase of depreciable property are not 
to be counted as development expenditures for this purpose but the 
depreciation charges which appear as the result of the use of such 
property for development purposes may qualify for such treatment as 
development costs. 

If the taxpayer elects to defer them, expenditures made for develop- 
ment will continue to increase the adjusted basis of the mine for 
computing gain or loss as under existing law; however, this basis will 
then be reduced as the deductions allowable under this provision of 
the bill occur. Although thus included in the adjusted basis for the 
purpose of computing a gain or loss from a sale, in order to prevent 
duplication of tax benefits, such development expenditures are not 
to be taken into account in determining the adjusted basis of the 
property for the purpose of computing depbetion based upon costs. 

The bill also provides that if the taxpayer elects to defer the 
deduction of development expenditures incurred during the develop- 
ment stage, the amount to be so deferred in any year will be the excess 
of the development expenditures in that year over the net receipts 
during that year from the ores or minerals produced. 

This provision of the bill is effective with respect to taxable years 
beginning after December 31, 1950. 

11. Earnings of dependents (sec. 310) 


Section 25 (b) (1) (D) of the code allows a taxpayer, as a credit 
against net income, an exemption of $600 for each dependent whose 
gross income in the year is less than $500. 

Section 310 of the bill amends section 25 (b) (1) (D) to permit the 
exemption for dependents whose gross income are less than $600. 


This amendment applies to taxable years beginning after December 
31, 1950. 


12. Application of the intercorporate dividends-received credit in the case 
of resident foreign corporations (sec. 311) 
Under present law foreign corporations engaged in trade or business 
within the United States are subject to the regular corporate income 
taxes with respect to that portion of their income which is derived 
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from sources within the United States. However, where such cor- 
porations pay dividends to a United States domestic corporation, no 
dividends-received credit is allowed the latter, although such credit 
would be allowed if the domestic corporation were receiving dividends 
from another domestic corporation. Thus, two full corporate taxes 
are paid with respect to dividend income received from foreign corpo- 
rations engaged in trade or business within the United States (to the 
extent that the dividends are paid out of income derived from sources 
within the United States), while as a result of the intercorporate divi- 
dends-received credit, dividends paid by one domestic corporation to 
another are subject only to alittle more than one full corporate income 
tax. 

Section 311 of the bill amends section 26 (b) of the code, relating to 
the dividends-received credit, to provide that under certain conditions 
dividends received from foreign corporations engaged in trade or busi- 
ness within the United States are to be eligible for the 85-percent 
intercorporate dividends-received credit. The credit is to be made 
available only if the foreign corporation has been engaged in trade or 
business within the United States, and has derived 50 percent or more 
of its gross income from sources within the United States, during an 
uninterrupted period of 36 months or more including the taxable year 
in which the divdends are paid. If the corporation has been in 
existence less than 36 months, these conditions must be met during the 
entire period of its existence. The credit to be allowed is an amount 
equal to 85 percent of the dividends received out of the foreign cor- 
poration’s earnings during the current year, but not in excess of that 
part of the 85 percent which is proportionate to the ratio of the gross 
income during the current year from sources within the United States 
to its total gross income for that year. With respect to any distribu- 
tions not out of the current year’s earnings, the credit is to be allowed 
with respect to an additional amount equal to 85 percent of the divid- 
dends received out of the foreign corporation’s earnings during the 
uninterrupted period (but not including the current year), but not 
in excess of that part of the 85 percent which is proportionate to the 
ratio of the corporation’s gross income from sources within the United 
States during the uninterrupted period (but not including the current 
year) to its total gross income during the same period. 

This provision of the bill is effective with respect to taxable years 
beginning after December 31, 1950. 


13. Capital gains of corporations impropeily accumulating surplus 
(sec. 102 of code) (sec. 315) 

Section 102 of the code imposes an additional tax on corporations 
improperly accumulating surplus to avoid payment of surtax by 
stockholders. This additional tax is imposed on the undistrihuted 
“section 102 net income’’, which is, in general, net’'income minus the 
normal tax, surtax, and excess profits tax of the corporation. Under 
present law, the section 102 tax applies to the long-term capital gains 
of the corporation as well as to its ordinary income. 

Section 315 of the bill amends section 102 in order to exclude net. 
long term capital gains from the undistributed income subject to the 
section 102 tax. The amendment also provides, in effect, that the 
capital gain tax is not to be allowed as a deduction in computing income 
subject to the section 102 tax. 
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This provision is effective with respect to taxable years beginning 
after December 31, 1950. 


14. Liquidation of corporations (sec. 316) 


Under the Revenue Act of 1950, domestic corporations, includi 
personal holding companies, may be liquidated under section 112 (b 
(b) (7) of the code for a limited period without payment of capital 

ain tax by the stockholders on the appreciation in value of assets 
1eld by the companies. In general, in the case of gain on stock held 
by individuals only that portion of the distribution to the shareholders 
which represents accumulated earnings is to be taxed, to the extent of 
the gain, as ordinary income. So much of the remainder, to the extent 
of the balance of the gain as consists of money, or of stock, or of securi- 
ties acquired by the corporation after a basic date (August 15, 1950) 
is to be treated as a capital gain. 

Under section 112 (b) (7) in its pre-1950 form, a similar electio 
was available when the plan of liquidation was adopted after the date 
of enactment of the Revenue Act of 1943 and put into effect during 
the calendar year 1944. Under the amendment made by the Revenue 
Act of 1950, this election was restored for plans of liquidation adopted 
after December 31, 1950, and effected during any one calendar month 
in 1951. 

Section 316 of the bill extends the application of section 112 (b) (7) 
so that taxpayers may exercise a similar election to cover liquidations 
of corporations during 1952. 

This provision is effective with respect to taxable years ending 
after December 31,1951. 

15. Corporate reorganizations (spin-offs) (sec. 317) 

Section 317 of the bill adds a new section 112 (b) (11) to the code 
to provide for the nonrecognition of gain from the receipt of stock in 
corporate exchanges carrying out transactions known as spin-offs. 
A spin-off occurs when a part of the assets of a corporation is trans- 
ferred to a new corporation and the stock in the latter is distributed 
to the shareholders of the original corporation without a surrender 
by the shareholders of stock in the distributing corporation. 

’ The benefits of the provision are limited to reorganizations in which 
the new corporation as well as the old corporation is intended to carry 
on a business after the reorganization and where only stock (other 
than preferred) is distributed. Nonrecognition of gain also is to be 
denied in cases where the reorganization was principally a device for 
the distribution of the earnings and profits of the corporations which 
are parties to the reorganization. 

Section 317 of the bill also adds a new section 113 (a) (23) to the 
code providing that, in the case of stock distributed in a spin-off, the 
basi& of the new stock, and the old stock, respectively, in the share- 
holder’s hands, is to be determined by allocating between the old 
stock and the new stock the adjusted basis of the old stock. 

These provisions are to be effective with respect to taxable years 
ending after the date of the enactment of this bill, but are to apply 
only to distributions of stock made after that date. 


16. Gain from sale or exchange of the taxpayer’s residence (sec. 318) 


Section 318 of the bill amends the present provisions relating to a 
gain on the sale of a anaee principal residence. Existing law 
provides that when a personal residence is sold at a gain the difference 








SUMMARY OF PROVISIONS OF THE REVENUE ACT OF 1951 29 


between its adjusted basis and the amount received for its sale is 
taxable as a capital gain. 

The bill provides that when the sale of the taxpayer’s principal 
residence is followed within a period of 1 year by the purchase of a 
substitute, or when the substitute is purchased within a year prior to 
the sale of the taxpayer’s principal residence, gain is to be recognized 
only to the extent that the selling price of the old residence exceeds the 
cost of the new one. Thus, if a dwelling purchased in 1940 for $10,000 
is sold in 1951 for $15,000, there would ordinarily be a taxable gain of 
$5,000 under existing law. Under the bill no portion of the gain 
is to be taxable provided a substitute “principal residence” is pur- 
chased by the taxpayer within the stated period of time for a price of 
$15,000 or more. If the replacement cost is less than $15,000, say 
$14,000, the amount taxable as gain is to be $1,000. 

The provision applies to cases where one residence is exchanged for 
another, where a replacement residence is constructed by the taxpaver 
rather than purchased, and where the replacement is a residence which 
had to be reconstructed in order to permit its occupancy by the tax- 
payer. The bill provides that in the case of the construction of a new 
house the new house must be used as the taxpayer’s principal resi- 
dence within 18 months after the sale of the old house. In other 
cases the new house must be used as the principal residence within a 
year after the sale of the former residence. ~ 

In cases where the replacement is built or reconstructed, only so 
much of the cost is to be counted as an offset against the selling price 
of the old residence as is properly chargeable against capital account 
within a period beginning | year prior to the date of the sale of the old 
residence, and ending 18 months after such date in the case of con- 
struction of a new house, or 12 months after such date in the case 
of reconstruction of an existing house. 

This special treatment is not limited to the “involuntary con- 
version” type of case, where the taxpayer is forced to sell his home 
because the place of his employment is changed. 

The adjusted basis of the new residence is to be reduced by the 
amount of gain not recognized upon the sale of the old residence. 
Thus, if the replacement is purchased for $19,000, the old residence 
cost $10,000 and was sold for $15,000, the adjusted basis of the new 
residence is to be $19,000 munis $5,000, or $14,000. This is equal to 
the cost of the old residence plus the additional funds invested at the 
time the new residence is purchased. If the second residence had 
been purchased for $14,000, so that $1,000 gain on the sale of the 
old residence would be recognized, its basis would be $14,000 minus 
$4,000, or $10,000. 

For the purpose of qualifying a gain as a long-term capital gain the 
holding period of the residence acquired as a replacement in a set of 
transactions which qualify under the terms of the amendment is to 
be the combined period of ownership of the successive principal 
residences of the taxpayer. 

The new provision extends to cases in which similar treatment is 
available under existing law under the involuntary-conversion provi- 
sions of section 112 (f). Such cases arise when a home is destroyed 
by fire or is lost by seizure or by the exercise of the powers of requisi- 
tion or condemnation and the proceeds are invested in a replacement. 
In such cases the new provision, and not section 112 (f), is to apply. 
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The latter requires the tracing of the expenditure of the funds ob- 
tained as a result of the loss of the previous residenee. Also, no relief 
is available under section 112 (f) in cases where the replacement i is 
acquired before the actual condemnation or requisition of the pre- 
vious residence. 

The taxpayer is not required to have actually been occupying his 
old residence on the date of its sale. Relief is to be available even 
though the taxpayer moved into his new residence and rented the old 
one temporarily before its sale. Similarly, he may obtain relief even 
though he rents out his new residence temporarily before occupying it, 
if he occupies it within 1 year or 18 months, as the case may = after 
the sale of his former residence. 

The special treatment is to be available only with respect to one 
sale or exchange per year, except when the taxpayer’s new residence 
is involuntarily conv erted, in which case he is to be treated as though 
: year had elapsed since the time of the previous sale of an old resi- 

ence. 

The ownership of stock in a cooperative apartment corporation is to 
be treated as the equivalent of ownership 8 residence, provided the 
purchaser or seller of such stock uses the apartment which it entitles 
him to occupy as his principal residence. 

Regulations are to be issued under which the taxpayer and his spouse 
acting singly or jointly may obtain the benefits of the bill even 
though the spouse who sold the old residence was not the same as the 
one who purchased the new one, or the rights of the spouses in the new 
residence are not distributed in the same manner as their rights in the 
old residence. These regulations are to apply only if the spouses 
consent to their application and both old and new residence are used 
by the taxpayer and his spouse as their principal residence. 

Where the taxpayer’s residence is part of a property also used for 
business purposes, as in the case of an apartment over a store building 
or a home on a farm, and the entire property is sold, the provision 
applies only to that part of the property used as a residence, including 
the environs and outbuildings relating to the dwelling but not those 
relating to the business operations. 

These provisions apply to a trailer or howsebons if it is actually used 
as the taxpayer’s principal residence. 

In cases where there is an unreported taxable gain on the sale of 
the taxpayer’s residence, either because he did not carry out his in- 
tention to buy a new residence or because some of the technical 
requirements were not met, the period for the assessment of a deficiency 
is extended to 3 years after the taxpayer has notified the Commissioner 
either that he has purchased a new residence, or that he has not 
acquired or does not intend to acquire a new residence within the 
prescribed period of time. 

The benefits of the bill will apply to the sale of a taxpayer’s principal 
residence made after December 31, 1950. 


17. Percentage depletion (sec. 319) 


Under existing law depletion based on cost is available to all mining 
industries and in addition percentage depletion is available to oil, gas, 
sulfur, metal mines, and certain nonmetallic minerals. The allowable 
rate of percentage depletion is 5 percent in the case of coal, and 15 
percent in the case of the other nonmetallic minerals except sulfur 
which is allowed 23 percent. 
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Section 319 of the bill sets up a new group of minerals to which 
percentage depletion is available at the rate of 5 percent. This rate 
is extended to the following substances none of which are presently 
entitled to percentage depletion: sand, gravel, slate, stone (includin: 
pumice and scoria), brick and tile clay, shale, oyster shell, clam shell, 
granite, marble, sodium chloride, and, if from brine wells, calcium 
chloride, magnesium chloride, and bromine. 

Coal is increased from its present 5-percent rate to 10 percent. 

The bill adds a 10-percent rate for wollastonite, asbestos, calcium 
carbonates other than marble and oyster and clam shell, perlite, and 
the magnesium compounds dolomite, brucite, and magnesite or mag- 
nesium carbonate. 

The bill adds to the list of nonmetallic minerals for which percentage 
depletion is available at a 15-percent rate the following substances 
not now receiving percentage depletion: borax, fuller’s earth, tripoli, 
refractory and fire clay, quartzite, aplite, garnet, diatomaceous earth, 
and metallurgical and chemical grade limestones. 

The bill makes a technical revision im the 15-percent depletion pro- 
visions of present law. The latter includes at the 15-percent rate 
“‘thenardite (from brines or mixtures of brine).’”’ The bill eliminates 
the parenthetical limitation. 

The amendments made by this section of the bill apply to taxable 
years beginning after December 31, 1950. 


18. Redemption of stock to pay death taxes (sec. 320) 

The Revenue Act of 1950 amended section 115 (g) of the code to 
provide that the redemption of stock in a decedent’s estate in an 
amount not in excess of the estate, inheritance and succession taxes 
(including interest) on the estate is, in certain cases, not to be treated 
as a taxable dividend. Among other requirements, this provision is 
limited at present to cases where the value of the stock in the corpora- 
tion comprises more than 50 percent of the value of the net estate of 
the decedent. 

Section 320 of the bill makes the benefits of section 115 (g) applicable 
to cases where the stock comprises more than 35 percent of the value 
of the decedent’s gross estate. 

This amendment will be applicable only to amounts distributed on 
or after the date of enactment of the bill. 


19. Individuals earning income abroad (sec. 321) 


Section 116 (a) of the code exempts from income tax citizens of the 
United States who are bona fide residents of a foreign country with 
respect to income earned outside the United States, and disallows 
deductions chargeable against this income. 

The exclusion is allowed only with respect to an “entire taxable 
year’’ with respect to which the individual is a bona fide resident of 
the foreign country. Thus, exemption is denied an individual in his 

t year abroad unless he becomes a bona fide resident of the foreign 
country as of January 1. Section 321 of the bill changes this by grant- 
ing an additional exclusion with respect to “‘an uninterrupted period 
which includes an entire taxable year’’ with respect to which an indi- 
vidual was a bona fide resident of a foreign country. 

In addition, the term “bona fide resident’”’ abroad has been con- 
strued quite strictly with the result that many persons who have gone 
abroad to work even for a relatively long period of time have been un- 
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able to meet the test of a “bona fide resident” of a foreign country: 
The bill adds a paragraph to section 116 (a) of the code providing that 
income earned abroad by a citizen of the United States who is present 
in a foreign country or countries for 17 out of 18 consecutive months 
is to be excluded from income, and that deductions chargeable to 
such income is to be disallowed in computing his Federal income tax. 

These two changes made by the bill are effective with respect to 
taxable years beginning after December 31, 1950. 

The bill also amends section 1621 (a) (8) (A) of the code to provide 
that there is to be no withholding by the United States where it is 
reasonable to believe that the income is paid to a person who will 
qualify for the exclusion on the basis of presence in a foreign country 
for 17 out of 18 consecutive months or on the basis of bona fide foreign 
residence. In addition, it provides that there is to be no withholding 
of income taxes for the United States upon an amount earned for 
services performed in foreign country if withholdmg on that amount 
is required for a foreign country. These changes in the bill are 
effective as of January 1, 1952, with respect to wages paid on or after 
that date. 


20. Offset of short- and long-term capital gains and losses (sec. 322) 


Section 322 of the bill amends the treatment of the capital gains and 
losses of individuals provided by existing law. Present law excludes 
50 percent of a long-term capital gain or loss from the computation of 
net capital gain, net capital loss and net income, but includes 100 per- 
cent of a short-term capital loss in such computations. As a result a 
$1 short-term loss can wipe out a $2 long-term gain. 

Under the bill, long-term gains are included in gross income at 100 
dercent and a deduction from gross income is allowed equal to 50 per- 
dent of the amount by which the taxpayer’s net long-term gain exceeds 
his net short-term loss. Thus, if a taxpayer has a net long-term gain 
of $1,000 and a net short-term loss of like amount, no deduction is to 
be allowable. If the net long-term gain is $2,000 and the net short- 
term loss is $1,000, the deduction against gross. income will be 50 per- 
cent of the excess of $2,000 over $1,000, or $500. Hence the emount 
actually taxed as a long-term capital gain will be $500. Under exist- 
ing law the $1,000 of short-term loss offsets the portion of the long- 
term gain included in the calculation of net income, and no tax liability 
exists. 

Long-term losses, like long-term gains, are to be taken into account 
in full. Long-term losses will therefore offset short-term gains on a 
dollar-for-dollar basis, just as short-term losses will offset long-term 
gains. If the net long-term loss exceeds the net short-term gain, the 
unreduced excess will be offset against other income up to $1,000. 
The net loss which is not absorbed in this manner will be carried 
forward as a short-term capital loss, whether arising out of short- or 
long-term operations. 

The amendment applies only to taxable years beginning on or after 
the date of enactment of this act. 





21. Sales of land with unharvested crops (sec. 323) 

Section 117 (j) of the code provides, in effect, that a net gain from 
sales (including exchanges and involuntary conversions) of properties 
‘used in the trade or business’ of the taxpayer, including ‘real 
property” so used, if held more than 6 months is to be treated as a 











SUMMARY OF PROVISIONS OF THE REVENUE ACT OF 1951 33 


capital gain. In the case of a net loss, it is treated as an ordinary loss. 
Where unharvested crops are sold with the land, or unripe fruit is sold 
together with the land and the trees, question has arisen as to the 
proper application of the present law to the unharvested crops or the 
unripe fruit. 

Section 323 of the bill adopts the principle that sales (including 
exchanges and involuntary conversions) of land, together with growing 
crops, are not such transactions as occur in the ordinary course of 
business and provides that the gain from the sale of the crop in 
such cases is to be treated as a capital gain rather than ordinary 
income, while a loss from such a sale is to be treated as an ordi- 
nary loss. This is accomplished by applying section 117 (j) in the 
case of these sales. However, the bill provides that no deduction 
shall be allowed which is attributable to the production of such crops 
or fruit, but that the deductions so disallowed shall be included in 
the basis of the property for the purpose of computing the_ gain or 
loss from the sale. 

The provisions of this section are applicable to sales or other disposi- 
tions occurring in taxable years beginning after December 31, 1950, 
except that deductions in years beginning prior to January 1, 1951, 
will be disallowed if they relate to sales or other dispositions made in 
taxable years beginning after that date. 


" 22. Gains from sales of livestock (sec. 324) 


Section 117 (j) of the code provides, in effect, that a net gain from 
sales (including exchanges and involuntary conversions) of “ property 
used in the trade or business” of a taxpayer and held for more than 
6 months is to be treated as a capital gain. In the case of a loss, 
it is to be treated as an ordinary loss. However, section 117 (j) states 
that this treatment is not to apply to “property of a kind which 
would be properly includible in the inventory of the taxpayer if on 
hand at the close of the taxable year, or property held by the tax- 
payer primarily for sale to customers in the ordinary course of his trade 
or business.” In the case of farmers there has been considerable 
doubt as to whether all livestock held for draft, dairy, or breeding 
purposes is “‘property used in the trade or business,’ or whether in 
some cases the livestock should be deemed held “primarily for sale 
to customers in the ordinary course of his trade or business.”’ 

Section 324 of the bill amends section 117 (j) (1) to provide that 
the term “‘property used in the trade or business”’ includes livestock, 
regardless of age, held by the taxpayer for draft, breeding, or dairy 
purposes, and held by him for 12 months or more from the date of 
acquisition. Under the bill, the term “livestock”? does not include 
poultry. Thus section 117 (j) will apply to livestock used for draft, 
breeding, or dairy purposes, whether old or young; and the holding 
period will start with the date of acquisition, not with the date the 
animal is put to such use. 

The bill makes the amendment applicable with respect to taxable 
years beginning after December 31, 1941, except that the extension of 
the holding period from 6 to 12 months applies only in the case of 
taxable years beginning after December 31, 1950. 


23. Coal royalties (sec. 325) 


Section 325 of the bill extends to the recipients of coal royalties the 
capital gains treatment now available to timber under section 117 (k) 
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(2) of the code. Percentage depletion is not to be available in the 
case of these coal royalties. It is provided that the lessor’s holding 
period is to run to the time the coal is mined. 

The bill provides that these provisions shall be inapplicable to 
‘income realized by the owner as a coadventurer, partner, or principal 
in the mining of such coal.’ 

It is also made clear that the term “coal’’ includes lignite. 

Because treatment of coal royalties as capital gains will automati- 
cally exclude such income from income subject to excess-profits tax, 
the bill provides conforming amendments to the excess profits tax 
law. Where the taxpayer corporation computes its excess profits 
credit by the income method, these royalties are to be excluded from 
the taxpayer’s base period income. Similarly, for the purposes of com- 

uting the invested capital credit and computing capital changes, the 
essor’s interest in the coal property from which the royalties are 
derived is to be treated as an inadmissible asset. 

It is also provided that in the case of the special surtaxes for personal 
holding companies (sec. 500 of the code) and the special surtaxes for 
corporations improperly accumulating surplus (sec. 102 of the code), 
coal royalties are to continue to be treated as under present law and 
not as capital gains. 

Section 325 applies to taxable years ending after December 31, 1950, 


but only with respect to amounts received or accrued after that date. - 


24. Collapsible corporations (826) 


Section 326 of the bill amends section 117 (m) of the code, which 
denies capital-gains treatment to the sale, exchange, or retirement of 
stock in a “collapsible corporation.’”’ It extends the application of 
this section to cases where the corporation is used to convert inventory 

rofits into capital gains. Section 117 (m) was added to the code 
i the Revenue Act of 1950. Thereports on the bill which became the 
Revenue Act of 1950 illustrated the intent of the provision by the case 
of a corporation organized for the production of a single motion picture. 
Upon the completion of the film, but prior to the realization by the 
corporation of any income therefrom, the corporation would be liqui- 
dated and its assets distributed. No tax would be paid by the corpora- 
tion because it had realized no income. Each former shareholder 
would pay a tax upon the difference between the cost of his stock and 
the fair market value of his portion of the fair market value of the 
motion picture and any other assets so distributed. Prior to the 
Revenue Act of 1950 this gain might have been taxed as a long-term 
capital gain with a maximum effective rate of 25 percent; mes the 
law as amended by that act the gain is now taxed as ordinary income. 
Section 117 (m) was drafted so as to apply only when a corporation 
was “formed or availed-of principally for the manufacture, construc- 
tion, or production of property.” 

Section 326 of this bill extends the application of section 117 (m) 
to corporations formed or availed of principally for the purchase of 
property which is inventory or stock in trade in the hands of the 
corporation. Thus it prevents the use of collapsible corporations as 
a means of converting into capital gains the profits on inventory 
and stock in trade. The procedure used is to transfer a commodity 
to a new or dormant corporation, the stock of which is then sold to 
the prospective purchaser of the commodity who thereupon liquidates 
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the corporation. In this manner the accretion in the value of the 
commodity, which in most of the actual cases has been whisky, is 
converted into a gain realized on the sale of stock of a corporation, 
thus giving rise to the possibility that it might be taxed as a long- 
term capital gain. 

This amendment applies with respect to taxable years ending after 
August 31, 1951, but will only apply to gains realized after that date. 
The determination of the tax treatment of gains realized in taxable 
years beginning prior to September 1, 1951, will be made as if this 
section had not been enacted and without inferences drawn from the 
fact that the amendment made in this bill is not specifically retroactive 
and without inferences drawn from the limitations contained in 
section 117 (m) as amended by section 326 of the bill. 


25. Dealers in securities (827) 


Under existing law, dealers in securities are permitted to hold some 
securities as a personal investment. Gains or losses on those securities 
which are held by the taxpayer in his capacity as a dealer are treated 
as ordinary income. Capital gain or loss treatment is accorded the 
results of the sale of securities which the taxpayer holds as an 
investor. Existing law also permits the transfer of securities from 
such a taxpayer’s investment account to his inventory account and 
vice versa with corresponding changes in tax liabilities. 

Section 327 of the bill provides that in the case of a dealer in 
securities capital gains treatment is to be available only under certain 
specific conditions. The security in question must have been clearly 
identified in the dealer’s records as ‘‘a security held for investment’’ 
within a period of 30 days after the date of its acquisition or after the 
date of enactment of the Revenue Act of 1951, whichever is later, and 
must not at any time thereafter have been held by the taxpayer 
“primarily for sale to customers in the ordinary course of his trade or 
business.”” Unless these terms are complied with, the gain on the 
sale of the security is to be taxed as ordinary income. 

Ordinary loss treatment is not to apply where the security sold was, 
at any time after this section becomes applicable, clearly identified in 
the dealer’s records as ‘“‘a security held for investment.”’ 

This amendment will not affect the application of section 117 (i) of 
the code which provides, in the case of banks, that, if losses from the 
sale of all securities during a year exceed the gains, then the net loss 
shall be treated as an ordinary loss. 

The amendment applies to sales or exchanges made more than 30 
days after the date of enactment of this act. 


26. Sale of property between spouses and between an individual and a 
controlled corporation (sec. 328) 

Section 328 of the bill denies tax benefits available under existing 
law in certain cases where depreciable assets are sold by a taxpayer to 
his spouse or to a corporation controlled by him. The following is an 
example of the tax benefits in the case of the sale of depreciable prop- 
erty by a taxpayer to a controlled corporation: Assume that a tax- 
payer owns and operates a corporation engaged in retail trade, that 
he also owns as an individual the building used by this corporation and 
that the current value of the building is well in excess of its adjusted 
basis. If the building is sold to the corporation, a capital-gains tax 
will ordinarily be paid, but the building then has, in the hands of the 
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corporation, an adjusted basis which is greater than the basis in the 
hands of the individual shareholder by the amount of the gain realized 
on the sale to the corporation. The property being depreciable the 
corporation will then be able to write off the increase in the adjusted 
basis over the remaining life of the building. The resulting additional 
depreciation charges are an offset to ordinary income. Thus, in effect, 
the immediate payment of a capital-gains tax has been substituted for 
the elimination, over a period of years, of the corporate income taxes 
on an equivalent amount. The differential between the capital-gains 
rate and the ordinary rates makes such a substitution advantageous 
when the sale may be carried out without loss of control over the asset 
because the corporation to which the asset is sold is controlled by the 
individual who made the sale. 

A similar advantage is possible where such a sale is made between 
husband and wife. 

Section 328 of this bill eliminates the tax advantage from such 
transactions by denying capital-gains treatment to the transferor 
with respect to sales or exchanges of depreciable property between a 
husband and wife, or between an individual and a corporation more 
than 80 percent of the outstanding stock of which is owned by the 
individual, his spouse and his minor children or minor grandchildren. 

This provision is applicable to taxable years ending after April 30, 
1951, but only with respect to sales or exchanges made after May 3, 
1951. 


27. Termination payments to employees (sec. 329) 


Some employment contracts provide for payments to the employee, 
after the employment period, based on a share of future profits or 
a percentage of future gross receipts. Such payments when received 
are taxed under present law as ordinary income, since they are held 
to be in the nature of payments of additional compensation. How- 
ever, if the employee chooses to receive a lump-sum payment in lieu 
of the contract rights upon termination of his employment, the entire 
lump sum is included in one year’s income. 

Section 329 of the bill provides, with certain restrictions, for capital- 
gain treatment of amounts received by an employee, upon termination 
of his employment, in exchange for his release of all of his rights to 
receive a percentage of future profits or receipts. This provision is 
limited to cases where the taxpayer has been employed for more than 
20 years, has held such rights to future profits for at least 12 years dur- 
ing his term of employment and has the right to receive a percentage 
of future profits for life or for a period of 5 years or more after the 
termination of his employment. It is not necessary that the contract 
specify that the payments be for life or for more than 5 years. It 
is only necessary that the effect of the contract is to give the taxpayer 
the report to such future profits for life or for a period or more than 5 
years. 

' This provision is effective with respect to taxable years beginning 
after December 31, 1950. 


28. Net operating loss deductions (sec. 380) 
The Revenue Act of 1950 provided that the net operating loss for 
a year may be carried back to offset income of the preceding year and 


may be carried forward, to offset income of the 5 succeeding years. 
This provision was made effective for losses in 1950 and later years. 
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Losses in years prior to 1950 under present law may be carried back 2 
years and carried forward 2 years. The effect of the change in the 
1950 act was to permit losses in 1950 and subsequent years to be ap- 
plied to offset possible income in six other years, whereas losses in 1949 
and earlier years could be applied to offset possible income in four 
other years. 

Section 330 of the bill permits net operating losses in 1948 and 1949 
to be carried forward 3 years. The effect of this change is to permit 
losses in these 3 years to be applied to offset income in five other 
years——two prior years and three subsequent years. 

Section 330 applies only to taxable years beginning after December 
31, 1947, and before January 1, 1950. Thus a taxpayer with a fiscal 
year ending November 30, 1948, would not be entitled to the benefits 
of this section for a net operating loss incurred in such fiscal year. In 
the case of a fiscal year ending November 30, the 2 years of operating 
losses to which the section will apply are the fiscal years ending No- 
vember 30, 1949, and November 30, 1950. The relief is extended to 
both individual’s and corporations. In the case of a corporation 
commencing business after December 31, 1945, a 3-year carry-over is 
also allowed for a taxable year beginning after December 31, 1946, 
and before January 1, 1948. 


29. Restricted stock options (sec. 331) 


The Revenue Act of 1950 added a new section 130A to the code, 
which provides that the granting to employees of certain types of stock 
options is not to give rise to taxable income to the recipient. To be 
excluded under this provision the option must fall within a defined 
category of “restricted stock options.” 

Section 130A requires that to qualify as a “restricted stock option”’ 
the option price at the time of the granting must be 85 percent or more 
of the fair market value of the stock. In many cases, the granting 
of stock options is subject to ratification by the corporation’s stock- 
holders. Thus, at the time of the action by a corporation’s board 
of directors the option may be fully qualified as to the 85-percent 
limitation, but because of the delays incident to action by a corpora- 
tion’s shareholders, the fair market price may have so changed by the 
time of their ratification that the option no longer qualifies under the 
statute. 

Section 331 of the bill provides that the date of the granting of a 
restricted stock option which is subject to stockholder ratification 
shall, if approved by the stockholders, be deemed to have been granted 
as of the date of action by the board of directors. 

This amendment is to be effective as if it had been enacted as part 
of the stock option provision of the Revenue Act of 1950. 

30. Foreign tax credit for taxes paid by a foreign corporation (sec. 332) 

Existing law permits a domestic corporation, owning the majority 
of the voting stock of a foreign corporation, to claim a foreign tax 
credit for income taxes paid by the foreign corporation to a foreign 
government with respect to the proportion of its profits which are 
paid as dividends to the domestic corporation. Section 332 of the 
bill amends section 131 (f) (1) of the code to provide that the foreign 
tax credit is to be allowed if the American corporation owns 10 percent 
or more of the voting stock of the foreign corporation. 





38 SUMMARY OF PROVISIONS OF THE REVENUE ACT OF 1951 


This provision is effective with respect to dividends received during 
taxable years beginning after December 31, 1950. 

Under present law if a foreign subsidiary of an American corporation 
owns all of the voting stock of another foreign corporation, the divi- 
dends received by the American parent with respect to the earnings of 
the second subsidiary are eligible for a foreign tax credit, assuming the 
first subsidiary meets the tests previously discussed. Section 332 of 
the bill extends the foreign tax credit to apply in the case of dividends 
received by an American parent corporation from a foreign corpora- 
tion (if holding 10 percent of the stock of this corporation) out of earn- 
ings which that foreign corporation has in turn received from another 
foreign corporation in which it owns 50 percent or more of the voting 
stock. 

This provision is effective with respect to dividends received by a 
foreign corporation from another foreign corporation during taxable 
years beginning after December 31, 1950. 


81. Information at source on payments of interest (sec. 333) 


Under present law the furnishing of information at the source is 
required on all payments of interest of $600 or more. Section 333 of the 
bill removes this $600 requirement with respect to interest and gives 
the Secretary of the Treasury the discretion to require information 
returns on interest payments of any amount. No change is made in the 
provisions of present law which authorize that payments of dividends 
in any amount be reported at the discretion of the Secretary. 


82. Abatement of income taxes for certain members of the Armed Forces 
dying in combat zones or as a result of injuries received in such 
zones (sec. 884) 


Individuals dying while in active service during World War II as 
members of the military or naval forces of the United States or other 
United Nations were forgiven their income tax with respect to the 
year of death and the prior year. They also were relieved of unpaid 
income taxes at the time of their death. 

Section 334 of the bill provides similar treatment for members of 
the Armed Forces of the United States dying while serving in combat 
zones or while hospitalized as a result of wounds, disease, or injuries 
incurred while serving in combat zones. 

The bill provides for the forgiving of income tax for the year of 
death of such individuals and for prior taxable years ending after the 
commencement of hostilities in Korea. Also, such individuals are 
relieved of any income taxes (including interest and additions to tax) 
for any other year which were unpaid at the date of their death. 
The provision is effective with respect to individuals dying after 
June 24, 1950 and prior to January 1, 1954. 


83. Stock distributions of profit-sharing plans (sec. 335) 


Section 165 (b) of the code provides for the taxation of distributions 
to employees from exempt pension and profit-sharing funds. As a 
rule both the employee and the employer contribute to such funds. 
The amounts so contributed are then invested, frequently in the stock 
of the employer company. If the total distributions payable with 
respect to any employee are paid to him within one taxable year on 
account of his separation from service, the employee is taxable at 
capital gain rates upon the excess of the total distributions over the 
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total of amounts contributed by him. The value of the distribution 
for tax purposes under present law is the sum of the cash received and 
the market price of any stock or other securities at the time of 
distribution. 

Section 335 of the bill provides that in the case of such distribu- 
tions consisting of stock in the employer corporation the appreciation 
in the value of the stock which occurred since the stock was deposited 
in the fund is not to be subject to capital-gain tax until the employee 
sells the stock, rather than at the time it is distributed to him as 
under present law. This amendment makes no change in the present 
tax treatment of that portion of the value of such stock which does 
not represent appreciation in value. 

is amendment applies to distributions made after December 31, 
1950. 


34. Life-insurance companies (sec. 336) , 

In section 401 of the Revenue Act of 1950, the formula used for 
computing the net income of life-insurance companies was amended, 
the action being effective only for 1949 and 1950. Under this stopgap 
formula, as used for 1949 and 1950, the taxable income of each life- 
insurance company relating to its life-insurance business is determined 
by deducting from its net investment income a percentage of that 
income. To that amount is added 3% percent of the unearned 
— and unpaid losses resulting from any accident and health 

usiness. Appropriate adjustments are made with respect to exempt 
interest and the credit for dividends received. The normal tax is 
obtained by applying the ordinary corporation normal tax rate to that 
entire amount, and the surtax is obtained by applying the ordinary 
surtax rate to that portion in excess of $25,000. The percentage to 
be deducted in arriving at the taxable income is the same for all 
life-insurance companies, and is determined and proclaimed for each 
year by the Secretary of the Treasury, by comparing the aggregate 
amount needed in the previous year by all life-insurance companies 
to meet their life-insurance policy obligations, and any other interest 
on indebtedness, with the aggregate net investment income of all 
life-insurance companies less 3% percent of the unearned premiums 
and unpaid losses of those companies which had health and accident 
insurance. For 1950 this percentage, based on 1949 data, was slightly 
more than 90 percent; for 1951, based on 1950 data, it would probably 
be between 87 and 88 percent. 

Section 336 of the bill substitutes a different formula for the tax- 
ation of life insurance companies in 1951. Under it the income tax is 
in general to be 3% percent of so much of the net investment income 
of each company as is not in excess of $200,000, and 6% percent of 
the amount over $200,000. It will be noted that 3% percent of $200,000 
is approximately the same as 27 percent of $25,000; and that 6% per- 
cent of net investment income is approximately the same as 52 percent 
of 12 to 13 percent (100 percent less 88 or 87 percent) of the entire 
net income. For those companies with accident end health insurance 
an appropriate adjustmeat is made so that the tax computed at the 
3%- and 6%-percent rates is approximately the same as a tax at the 
ordinary 27- and 52-percent rates on tbe income (determined as before) 
from that part of their business. As under the present stopgap for- 
mula, appropriate adjustments are. made for exempt interest and the 
credit for dividends received. 
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It is expected that in 1951 a number of companies, mostly small, 
will not earn their interest requirements, or will earn an amount only 
slightly in excess of their requirements. Under the stopgap formula 
these companies would have paid ordinary corporation normal taxes 
and surtaxes on the same percentage of their net investment incomes 
as the other companies whose net investment income materially ex- 
ceeded their policy requirements. Under the bill a measure of relief 
is accorded such companies: those with net investment incomes which 
are less than their policy requirements will, in general, pay a tax at 
3%, or 6% percent on only 50 percent of their net investment incomes, 
while those with net investment iicomes of from 100 to 105 percent 
of their policy requirements will pay a tax at the rate of 3% or 6% per- 
cent on amounts varying from 50 to 100 percent of their net invest- 
ment incomes. With respect to companies which also do an accident 
and health insurance business, in determining whether or not their 
net investment income is less than that required to meet their dife- 
insurance-policy requirements, or not more than 105 percent of that 
amount, the total net investment income is reduced by one-half of 
3% percent of their unearned premiums and unpaid losses on the acci- 
dent and health policies. 

The application of the new formula is limited to taxable years 
beginning in 1951. 

35. Venture capital companies (sec. 337) 


Section 337 of the bill will permit certain so-called venture capital 
companies to qualify as regulated investment companies. Under 
Supplement Q of the code, regulated investment companies which 
distribute currently at least 90 percent of their income, and meet 
certain other tests set out in section 361 (b) of the code, are not taxed 
upon amounts distributed to shareholders. One of these tests is that 
the company must not invest: more than 50 percent of its assets in 
companies in which it holds more than 10 percent of the value of the 
voting securities. This rule has the effect of denying special treatment 
to companies which undertake to control the enterprises in which the 
bulk of their funds are placed. It clearly excludes a holding company 
in the ordinary sense of the word. 

Section 337 of the bill amends section 361 of the code to permit 
venture capital companies to qualify as regulated investment com- 
panies. This is accomplished by waiving, under certain conditions, 
the 10 percent limitation as to certain types of holdings. To qualify 
for this exception the investment company must obtain a certification 
from the Securities and Exchange Commission which states that the 
investment company is a registered management investment company 
as defined in the Investment Company Act of 1940 and that its 
principal business is the furnishing of capital to companies principally 
engaged in the development or exploitation of anventions, tech- 
nological improvements, new processes or products not previously 
generally available. This certification will be made under regulations 
to be issued by the Securities and Exchange Commission. 

The bill also provides that the 10 percent rule shall not be waived 
in the case of an investment company which has more than 25 percent 
of its funds invested in companies, in which it has an interest of more 
than 10 percent and the securities of which it has held for more than 
10 years. 
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All the other limitations on regulated investment companies now 
imposed under Supplement Q are retained. 

Section 337 is effective with respect to taxable years beginning after 
December 31, 1950. 


86. Exchanges and distributions under SEC orders (sec. 338) 


Supplement R of chapter 1 of the Code provides, in general, that 
gain shall not be recognized to a corporation transferring property 
to another corporation which is a member of the same system group 
if the transfer is under order of the Securities and Exchange Com- 
mission. A “system group” is there defined as a chain of corpora- 
tions connected with a common parent through 90-percent ownership 
of each class of stock other than stock preferred both as to dividends 
and assets. 

Section 338 of the bill amends supplement R to provide that, in 
addition to the present definition of a system group, corporations be 
permitted to qualify as a system group if the parent owns 90 percent 
of each class of stock other than preferred stock and other than stock 
which is preferred as to dividends but not as to assets if the value of 
such stock is less than 1 percent of the aggregate value of all classes 
of nonpreferred stock. 

This amendment is effective with respect to taxable years affected 
by an exchange or distribution made after December 31, 1947. 


87. Family partnerships (sec. 340) 


Section 340 of the bill deals with the tax treatment of the so- 
called family partnership. It adds to the definition of partner in 
section 3797 (a) of the code a new sentence providing that for Federal 
income tax purposes a person is to be recognized as a partner if he 
owns a capital interest in a partnership in which capital is a material 
income producing factor, whether or not this capital imterest was 
acquired by purchase or gift from any other person. Thus a gift of a 
family partnership interest is to be respected regardless of the motives 
which actuated the transfer. The amendment leaves the Commis- 
sioner and the courts free to inquire in any case whether the donee or 
purchaser actually owns the interest in the partnership which the 
transferor purports to have given or sold him. 

The provision also adds a new section 191 to the code, dealing with 
the allocation of partnership income for income-tax purposes. This 
provides that in the case of any partnership interest created by gift the 
allocation of income, according to the terms of the partnership agree- 
ment, is to be controlling for income-tax purposes except when the 
shares are allocated without proper allowance of reasonable com- 
pensation for services rendered to the partership by the donor, and 
except to the extent that the allocation to the donated capital is 
proportionately greater than that attributable to the donor’s capital. 
In such cases a reasonable allowance will be made for the services 
rendered by the partners, and the balance of the income will be 
allocated according to the amount of capital which the several part- 
ners have invested. However, the distributive share of a partner in 
the earnings of the partnership will not be diminished because of 
absence due to military service. 

When more than one member of a family is a member of a partner- 
ship, all interests purchased by one member of the family from another 
will be treated as though the transfer were made by gift. For this 
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purpose the family of an individual includes his spouse, ancestors, 
lineal descendants, and any trust for the primary benefit of such 
persons. 

The amendment made by the bill is applicable to taxable years 
beginning after December 31, 1950, with the express intention that 
no inferences with respect to taxable years beginning prior to Januar 
1, 1951, are to be drawn from the enactment of the amendment. If 
the taxable year of any family parther is different from that of the 
partnership the amendment will apply to a fiscal year of the partner- 
ship beginning in 1950 if it ends within fiscal years of all the family 
partners which begin in 1951, but it will not apply if it ends within a 
fiscal year of any family partner which began in 1950. 


38. War losses (sec. 341) 


Section 127 of the code, in general, authorizes war loss deductions 
for properties in. enemy hands when the United States entered World 
War II in 1941, for properties which later came under enemy control, 
and for properties destroyed or seized in the course of military or naval 
operations. This deduction is limited to the taxpayer’s depreciated 
cost or other basis of the property. Section 127 also provides that if 
any of the property was recovered, the fair market value of the 
recovered property, not the amount deducted, is to be taxed as ordi- 
— income to the extent that the deduction resulted in a reduction 
of tax. 

Where only one property is involved, if the fair market value of the 
recovered property exceeds the amount of the deduction, the value of 
the recovered property is includible in income only to the extent that 
the deduction resulted in a reduction in tax. Where the war loss 
embraces more than one property where war loss deductions have been 
taken for two or more properties and only one of these properties is 
recovered, and if the recovered property has appreciated m value, the 
deduction previously taken not only with respect to this property but 
also with respect to the property not recovered is taken into considera- 
tion in determining how much of the fair market value of the property 
recovered represents a previous reduction in tax. 

Section 341 of the bill amends section 127 of the code to provide 
that, at the election of the taxpayer, in the case of war loss recoveries 
the value of the recovered property will not be included in gross in- 
come for the year of the recovery; however, in such cases the tax for 
the year in which the deduction was taken (or the tax for another year 
affected by a carry-over or carry-back) is to be recomputed by reduc- 
ing the deduction by the amount of the recovered property, taken at 
its depreciated cost or other basis on the date of the loss or its fair 
market value on the date of the recovery, whichever the taxpayer 
chooses, and the increase, if any, in the tax so resulting is to be added 
to the tax for the year of the recovery. 

Cases have also arisen where war losses have been deductible but no 
deduction was claimed. In such cases, if other war losses were de- 
ducted with a tax benefit, section 127 of the code operates to require 
the fair market value of the property on the date of the recovery to be 
included in income in the year of the recovery to the extent not in 
excess of the beneficial deductions for other war losses. Under section 
341 of the bill there would be no tax in the year of the recovery with 
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respect to property for which no deduction was claimed in the year 
of the loss, if the taxpayer elects the new procedure. 

If the taxpayer elects to have the new procedure apply to one of 
several recoveries it must be applied to all other recoveries, past or 
future, even though a refund or deficiency for a prior year would 
otherwise be barred. If, as the result of this election, the basis of 
property recovered in any year is changed the effects of that change in 
depreciation, base period income, etc., in subsequent years must be 
reflected in changed tax liabilities, even though those years are other- 
wise closed. 

No interest is to be paid or assessed on refunds or deficiencies 
arising from this provision. 

In general, the election to use the new procedure must be made 
before January 1, 1953, except that it may be made after December 31, 
1952, if there is a recovery after that date. 


This provision is applicable to taxable years beginning after Decem- 
ber 31, 1941. 


89. Mine exploration expenditures (sec. 342) 


Under present law, expenditures for ascertaining the location, 
extent, and quality of mineral deposits cannot be deducted (unless 
such expenditures produce no useful results, in which case they can 
be deducted as in the case of any other loss), but must be capitalized. 
Amounts so capitalized can be recovered for tax purposes only through 
depletion allowances. If the depletion allowance is based upon a 
percentage of gross income from the property, this deduction is the 
same whether a large or a small sum was spent for exploration. 

Section 342 of the bill provides that with respect to expenditures 
made to ascertain the existence, location, extent, or quality of any 
deposit of ore or other mineral (other than oil and gas), prior to the 
development stage of a mine, the taxpayer (whether exploring for one 
or more mines) may elect to deduct in any taxable year any amount 
up to $75,000 paid or incurred in that year; or he may defer any 
amount up to $75,000 not deducted in the current year, and deduct 
that amount ratably as the minerals discovered or explored as the 
result of the expenditure are sold. Any taxpayer may treat such 
expenditures made in any 4 years, up to $75,000 per year, as deductible 
in either of these ways; after he has done this for 4 years, additional 
expenditures for exploration must be capitalized as under present law. 
Amounts so deducted will be a substitute for cost depletion based on 
such expenditures, but the allowances for depletion based upon a 
percentage of gross profit will not be affected. 

The amendments made by this section of the bill is to apply to 
taxable years ending after December 30, 1950. 


40. Pensions of life insurance agents (sec. $43) 

Under section 165 of the code, payments made from an employees’ 
retirement fund are taxable to the recipient as received. Full time life 
insurance agents have been denied the benefits of this section because of 
a ruling that they are not technically “employees’”’ for the purposes of 
the provision. As a result the entire lump-sum value of the pensiori 
in excess of any amount contributed to the fund by the employee is 
taxable as income of the agent in the year he retires, when his right 
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to his share of the company’s contributions becomes nonforfeitable. 
Section 343 of the bill amends section 3797 (a) of the code to extend 
the benefits of section 165 to full time life insurance agents who are 
employees for social security purposes. 

This amendment is effective with respect to taxable years beginning 
after December 31, 1938. 


41. Nonbusiness casualty losses (sec. 344) 


Under existing law the “net operating loss” which an individual 
may carry backward or forward to offset the income of another tax- 
able year is limited to a net loss from the operation of his trade or 
business; net losses with respect to his nonbusiness properties are not 
included. Section 344 of the bill provides that all losses arising from 
fires, floods, storms, and other casualties, or from theft, may be con- 
sidered in computing the net operating loss, whether or not the prop- 
erty destroyed or damaged was used in the individual’s trade or busi- 


ness. The provisions apply to such losses sustained after December 
31, 1950. 


42. Abatement of tax on certain irrevocable trusts (sec. 345) 


In the case of a member of the military or naval forces of the 
United States or of one of the other United Nations who died while 
in active service after December 6, 1941, and before January 1, 1948, 
it was provided under prior law that any income tax for the year of 
his death, or any income tax for any prior year which was unpaid at 
the time of his death, should be abated. Section 345 of the bill deals 
with cases where such individuals were not receiving certain income 
directly, and so were not liable for income tax on that income, but 
were nevertheless beneficiaries of trusts which were ascumulati 
income intended to be for their ultimate benefit, or for the benefit o 
their estates or close relatives. The bill provides that in such a case 
the trust shall be allowed to deduct income so accumtilated if it was 
earned by the trust during the time the beneficiary was in active serv- 
ice. The effect is that any tax which the trust has not vet paid, or 
which, if paid, may still be refunded, on i1come which was accumu- 
lated for the benefit of the deceased individual during the period 
when he was in active service, will be abated or refunded. 


483. Nondistributable income of personal holding companies (sec. 349) 


Under subchapter (A) of chapter 2 of the code, personal holding 
companies are subject to a special surtax of 85 percent of their 
“undistributed subchapter (A) net income” (75 percent on the first 
$2,000). Section 504 provides for certam deductions in computing 
the income subject to this special personal holding company tax, 
among which is a deduction for dividends paid out. ‘This surtax is 
applicable under present law even though certain other Federal laws 
prevent the distribution of dividends by the holding company. 

Section 349 of the bill provides, in effect, that a deduction shall 
be allowed in computing the undistributed subchapter (A) net 
income for amounts which cannot be distributed without violating 
the Trading With the Enemy Act of October 16, 1917, as amended, 
or the First War Powers Act of 1941, or amounts subject to lien in 
favor of the United States, 











SUMMARY OF PROVISIONS OF THE REVENUE ACT OF 1951 45 


This amendment is effective for taxable years beginning after 
December 31, 1939. 


44. Back mail pay of railroads (sec. 611) 


After an application for increased mail pay made by the railroads in 
February 1947, the Interstate Commerce Commission in December 
1947, ordered an interim increase of 25 percent in mail-pay rates effec- 
tive after February 19, 1947, pending further investigation. Amounts 
represented by this increase were reported for tax purposes by the 
railroads in the years in which the services were rendered. On 
December 4, 1950, the ICC awarded the railroads $312 million in back 
mail pay for the period from February 19, 1947, through December 31, 
1950. Of this amount, about $160 million represented the 25- percent 
increase previously gr anted on a temporary basis with respect to the 
services rendered in the period 1947-50, and about $158 million repre- 
sented an additional increase with respect to those same services. 

Section 611 of the bill provides that the additional payments 
authorized by the December 4, 1950, order are to be included in 
income for the years in which the railroads rendered the services for 
which the additional payments were made. It is specifically provided 
that no interest shall be due with respect to any period prior to July 1, 
1951, for deficiencies resulting from the inclusion of the additional 
payments in the back years. 

The same section of the bill also provides that, if any retroactive 
award of air mail pay to a taxpayer is required to be included in the 
taxpayer’s income for the year or years in which the mail was carried, 
no interest shall be due, with respect to any period prior to 30 days 
after the award is granted, for tax deficiencies resulting from the 
retroactive inclusion of the mail pay. 


45. Preferred stock of public utilities (sec. 612) 


Section 612 of the bill amends section 15 (a) of the code which per- 
mits public utilities furnishing telephone service, electrical energy, 
gas, or water to take a partial credit against net income for dividends 
paid on preferred stock originally issued before October 1, 1942. The 
existing credit is designed to give these public utilities a tax saving 
ane to 14 percent of the amount of the preferred stock dividends. 


The bill amends section 15 (a) with respect to taxable years beginning 
before April 1, 1951, to make the intercorporate dividends-received 
credit available in the case of dividends on preferred stock of public 
utilities if the special dividends paid credit for public utilities provided 
by section 26 (b) has not been received by the utility. 


46. Postponement of due date for returns of China Trade Act corporations 
(see. 614) 

Under present law China Trade Act corporations are allowed a 
credit against their income for the net income derived from sources 
within China with respect to the portion of the stock of the corporation 
held by Chinese or American shareholders. Also, the corporation 
must distribute to those shareholders an amount at least equal to the 
amount of the income tax reduction resulting from the credit in ordcr 
to receive the full credit. As a result of hostilities and unsettled con- 
ditions generally in the Far East, it is impossible in many cases for 
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corporations doing business in China to make a distribution of any 
earnings derived from China or even to know the size of such earnings, 
Section 614 of the bill amends present law to provide that the Secretary 
of the Treasury may postpone up to the con of 1953 the due date for 
the paying of any income tax and the filing of the return, with respect. 
to years beginning and ending in the period January 1, 1949, to Sep- 
tember 30, 1953, if he deems such deferment reasonable under the cir- 
cumstances. Since the requirement, that in order to receive the full . 
credit the distribution of earnings derived from China must at least 
equal the income tax which otherwise would have been paid, need not 
be met prior to the time the taxes are due and payable, the postpone- 
ment of the due date also has the effect of permitting the taxpayer to 
postpone the distribution of earnings. 


V. STRUCTURAL CHANGES IN THE EXCESS PROFITS 
TAX 


In general, the following excess profits tax amendments are effec- 
tive retroactively to the time the excess profits tax became effective. 

It is estimated that the excess profits tax amendments discussed 
below will decrease revenues by $107 million in a full year of operation. 
1. Special ceiling rate for new corporations (sec. 501) 

Section 501 of the bill provides a series of special ceiling rates avail- 
able only to new corporations. As indicated in part II B of this sum- 
mary, the bill provides a new type of ceiling rate of 18 percent with 
respect to excess profits tax liability for all corporations. For ordi- 
nary corporations, this rate is to apply with respect to years beginning 
after March 31, 1951. On a similar basis, but retroactive to include 
1950, the first year the excess profits tax was in effect, the bill pro- 
vides the following series of ceiling rates applicable to excess profits 
net income which are to be available to certain new corporations, 
with respect to the first $300,000 of their excess profits tax net income: 














































In the first year of a new corporation’s business 


In the second year of a new corporation’s business_.__--_.....-.-.------- 5 
In the third year of a new corporation’s business ____........-...---.---- 8 
In the fourth year of a new corporation’s business__......_.....--------- 11 
In the fifth year of a new corporation’s business_..-.........-.-.-...---- 14 


For that part of the excess profits net income in excess of $300,000, 
new corporations less than 6 years old are to be subject to a ceiling 
rate of 15 percent with respect to 1950, 17% percent with respect to 
the calendar year 1951, and 18 percent with respect to taxable years 
beginning after March 31, 1951. Other corporations are also subject 
to the 17%-percent rate in the calendar year 1951 and the 18-percent 
rate with respect to taxable years beginning after March 31, 1951, 
but in their cases these rates are applied to their entire excess profits 
net income. In 1950 these other corporations in effect are subject to 
a ceiling rate on their entire excess profits net income which is 
at least as high as the 15-percent rate applicable to new corpora- 
tions with respect to their excess profits tax net income in excess of 
$300,000. 

These special ceiling rates, together with the effective income tax 
rates, will have the effect of providing for 1952 the following maximum 
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effective rates of income and excess profits taxes for the excess profits 
net income levels shown: 
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In determining how many years a new corporation has been engaged 
in business, the bill describes certain cases in which a new corporation 
is considered to be as old as the oldest of its predecessor corporations, 
or as old as the oldest of the other corporations with which it or its 
eae are related. In general, these cases include the following: 

Where assets are acquired by the new corporation from 
ae corporation in a tax-free exchange; 

2. Where a substantial amount of assets are acquired by the 
new corporation from another corporation, if at least half the 
stock in both corporations is owned by the same stockholders; 

3. Where a substantial part of the assets of another corporation 
were distributed by it and acquired by the new corporation, if at 
least half the stock in both corporations was owned by the same 
stockholders; 

4. Where the same stockholders control both the new corpora- 
tion and another corporation which was engaged in a similar 
business; and 

5. Where the new corporation purchased a business of a “‘selling 
corporation”’ in a taxable acquisition of the type described in the 
new part IV of the excess profits tax subchapter. 

Under the bill a new corporation is considered to be as old as any 
corporation with which it is indirectly related, as well as directly 
related, as described above. With respect to assets acquired by the 
new corporation prior to December 1, 1950, numbers 1, 2, 3, and 5, 
above, apply only if the assets acquired (or their replacements) 
amcunted to 20 percent or more of the total assets of the new corpora- 
tion on December 1, 1950. 

The special ceiling rates for new corporations are not available to 
corporations which receive more than 50 percent of their gross income 
(not counting dividends and capital gains) from contracts or sub- 
contracts which are of the types subject to renegotiation. 


2, Management and technical service fees (sec. 502) 


Section 502 of the bill provides an exclusion from excess profits tax 
for management and technical service fees paid to domestic corpora- 
tions by certain affiliated foreign corporations in return for informa- 
tion and other services furnished in connection with the production or 
improvement of products of the type manufactured by the domestic 
corporation, ‘The exemption is limited to fees received from foreign 
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corporations in which the domestic corporation owns at least 10 percent 
of the stock and the exclusion applies only if such renumeration con- 
stitutes income derived from sources without the United States. 

The bill makes a conforming amendment in that it excludes these 
earnings of domestic corporations from their base-period earnings. 
Also any expenses attributable to the production of this type of income 
are disallowed as deductions for excess profits tax purposes. 


3. Base period of fiscal-year corporations (sec. 503) 


The present law provides certain variations in the base period with 
respect to corporations on a fiscal-year basis. Taxpayers with fiscal 
years ending after December 31, but before April 1, use as their base 
period 48 months ending with their last taxable year endi rior to 
April 1, 1950. For example, a taxpayer with a March 31 fiseal year 
has as its base period the 48 months from April 1, 1946, through 
March 31, 1950. A somewhat different procedure is followed in 'the 
case of taxpayers whose fiscal years end after March 31 and before 
December 31. Such taxpayers are required to use the 48-month 
period beginning on January 1, 1946, and ending on December 31, 
1949. - 

Section 503 of the bill provides that, in lieu of its lar base 
period, any taxpayer with a fiscal year beginning before January 1, 
1950, and ending after March 31, 1950, may, for purposes of the gen- 
eral average method of computing the excess profits credit, use the 
48 months ending with March 31, 1950. However, if this latter 
period is used, the excess profits tax net income for January, February 
and March of 1950 is to be computed by the use of the “weighte 

excess profits net income”’ as defined in section 435 (e) (2) (E). The 
“weighted excess profits net income” is 100 percent of the excess 


profits net income for a taxable year ending on or before June 30, 
1950, 90 percent for a taxable year ending in July, August, or Septem- 
ber 1950, and 80 percent for a year ending in October or November 
1950. 


4. Extension of growth alternative to new corporations (sec. 504) 


New corporations are not entitled to the growth alternative under 
section 435 (e) of present law because this relief is available only to 
corporations which commenced business before the beginning of their 
base period (ordinarily January 1, 1946, and in no case later than 
April 1, 1946). 

Section 504 of the bill permits corporations which commenced busi- 
ness during the base period to use the growth alternative in computing 
their excess profits credit based on income if they meet the other 
eligibility requirements in sec. 435 (e). The amendment will not 
apply to corporations which commenced business after the end of the 
base period since the eligibility tests under the growth alternative 
are written in terms of base-period experience. owever, such cor- 
porations formed in the excess profits tax period will ordinarily have 
the benefits of the lower woul tax ceilings provided by section 501 
of the bill for new corporations. 

Corporations formed after 2 years of the base period had elapsed, 
and before the end of the base period, ordinarily will automatically 
become eligible for the growth alternative. This is because the 
eligibility requirements of section 435 (e) (1) (A) (other than the 
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total asset limitation) are based upon a comparison of the taxpayer’s 
total payroll, or gross receipts, in 1946 and 1947 with its total pay- 
roll, or gross receipts, in 1948 and 1949. Therefore, corporations 
formed in the latter half of the base period (except for corporations 
which were ‘‘acquiring corporations” prior to July 1, 1950, in tax-free 
exchanges of the types described in pt. II of the excess profits tax 
subchapter) must automatically meet the tests of growth in those 
respects because such corporations had no payrolls and no gross 
receipts in the first half of the base period. For corporations which 
commenced business prior to the middle of the base period (ordinarily 
January 1, 1948), qualification for the growth formula will not be 
automatic as in the case of the corporations described above, but 
should prove relatively easy to meet in most cases since total payroll 
or gross receipts for two full years of the business in the second half of 
the base period will be compared with payroll or gross receipts for 
something less than two full years of business in the first half of the 
base period. This ease of qualification will diminish as the corpora- 
tion’s starting date approaches the beginning of the base period 
until for a corporation commencing business on the first day of the 
base period it will be on substantially the same footing as those old 
corporations now entitled to the growth alternative. 

New corporations formed before the end of the base period which 
meet the eligibility requirements of section 435 (e) (1) (B) will also 
be entitled to use the special growth alternative provided in section 
435 (e) (2) (G). However, in order to qualify under that provision 
a corporation will have to have been in existence for all of 1949 and 
at least part of 1948 in order to meet the entrance requirement that 
its excess profits net income for the calendar year 1949 must have 
been not more than 25 percent of its excess profits net income for the 
calendar year 1948. 


5. Technical amendment of growth alternative (sec. 505) 


Section 435 (e) (2) (G) of the code provides a special alternative 
average base period net income for corporations whose excess profits 
net income for 1949 is not more than 25 percent of their excess profits 
net income for 1948. In effect, such a taxpayer is granted an alterna- 
tive ayeee base period net income equal to the sum of one-half its 
excess profits net income for 1948 and 40 percent of its excess profits 
net income for 1950. 

In order to qualify for the above alternative, present law requires 
that the taxpayer qualify for the growth alternative “only” under the 
provisions of section 435 (e) (1) (B). Corporations can qualify under 
section 435 (e) (1) (B) if they meet certain tests of increased net sales 
of new products in the base period. However, section 435 (e) (1) (A) 
has an alternative eligibility requirement which is based upon certain 
tests of increased payroll and gross receipts. 

Under present law, the alternative average base period net income 
provided by section 435 (e) (2) (G) is denied to taxpayers qualifying 
for the growth alternative both under section 435 (e) (1) (B) and 
435 (e) (1) (A). 

Section 505 of the bill extends the benefits of section 435 (e) (2) (G) 
to taxpayers qualifying under section 435 (e) (1) (B) whether or not 
they qualify under section 435 (e) (1) (A). 





50 SUMMARY OF PROVISIONS OF THE REVENUE ACT OF 1951 


6. Inadmissible assets of banks (sec. 506) i 


Under the present law, both the taxpayer using the ave earnings 
credit and the taxpayer using the invested capital coniliaaam allowed 
to increase their credits by specified percentages of the net additions 
to their capital after 1949. However, except in the case of taxpayers 
with less than $5 million of capital who use the invested capital credit 
based on assets, and except in the case of taxpayers who use the credit 
based on the historical invested capital, an increase in investment in 
inadmissible assets will offset dollar for dollar what would otherwise 
be a capital addition, even though the increase in total assets available 
for investment is greater than the increase in capital. For example, 
if a corporation increases its capital by $1 million on the first day of 
an excess profits tax year and then on the same day invests $500,000 
of the new capital in inadmissible assets, it is only allowed under the 
present law to increase its credit for that year with respect to $500,000, 
because the $500,000 increase in inadmissibles is subtracted from the 
capital addition of $1 million in arriving at the net addition to capital 
which may be taken into account. 

An increase in the capital of a bank may be accompanied by an in- 
crease in deposits of several times that amount, total assets being 
increased by the new capital and increased deposits. However, since 
a bank invests additional funds deposited with it as well as its addi- 
tional capital, an investment of even a small part of its additional 
assets in inadmissible municipal bonds may completely offset its 
capital additions. Thus, under present law the bank may have no 
additional credit based upon the new capital in such cases. 

Section 506 of the bill provides that while a bank’s increase in 
inadmissibles in an excess profits tax year will still serve to reduce its 
increase in capital in the same year, if its total assets increase more 
than its capital increases the net capital addition will be reduced only 
by a percentage based on the ratio of additional inadmissible assets’ 
to the additional total assets acquired since the beginning of its first 
excess profits tax year. A sintlar: thoborGnn is to be used where 
there is a decrease in capital accompanied by a larger decrease in 
total assets and also accompanied by a decrease in inadmissible 
assets. : 

This section of the bill also provides an adjustment of the inad- 
missible asset factor in the computation of base period capital addi- 
tions for banks which is based on a similar ratio principle. 

Under the present law a corporation computes base period capital 
additions by comparing its ‘‘yearly base period capital” at the begin- 
ning of its first excess profits tax year, at the beginning of the pre- 
ceding year, and at the beginning of the second preceding year. The 
bill provides that, in determining its yearly base period capital for 
each year, a bank is to subtract from the amount of its equity and 
borrowed capital a percentage of that amount which is equal to the 
ratio of its inadmissible assets to its total assets, instead of subtract- 
ing the entire amount of its inadmissible assets as is the case with 
other corporations. This provision of the bill, with respect to the 
base period capital additions of banks, is optional for taxable years 
beginning before the date of enactment of the bill and mandatory 
thereafter. 

This section of the bill also provides that, in the case of all cor- 
porations (whether or not they are banks), the ‘“‘yearly base period 
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capital,” for purposes of computing base period capital additions, is 
in no event to be less than zero. Thus, in any case where inadmissible 
assets at the beginning of a year exceed the total equity and bor- 
rowed capital, the yearly base period capital will be zero. 


won in inadmissible assets subsequent to the base period (sec. 
5 


Under the 1950 Excess Profits Tax Act, changes in inadmissible 
assets subsequent to the base period do not constitute a capital addi- 
tion or reduction (although reductions in inadmissibles are subtracted 
from capital reductions and increases in inadmissibles are subtracted 
from capital additions). 

Section 507 of the bill provides (except in the case of banks) that 
In computing the average earnings credit, a reduction in inadmissibles 
subsequent to the base period, to the extent that the reduction exceeds 
any net capital reduction, is to be treated as if the amount of the reduc- 
tion were a capital addition, provided that the funds obtained by 
selling, inadmissible assets are invested in operating assets. Similar 
treatment is provided for banks, but with an adjustment for total 
assets. Operating assets are defined as tangible inventory items and 
tangible property used in the taxpayer’s trade or business. 


8. Dealers in municipal bonds (sec. 508) 


In computing the invested capital credit and in computing capital 
additions, certain adjustments are made to exclude from the invested 
capital certain assets known as “‘inadmissible assets.’’ These include 
stock in other corporations, State and local government obligations 
and partially tax-exempt Federal obligations. The dividends and in- 
terest from these securities are not subject to the excess profits tax. 

However, dealers in municipal bonds are subject to excess profits 
tax on their profits from the sale of these bonds. Municipal bonds 
are their stock in trade or inventory and the gain on the sale of the 
bonds is treated, therefore, as ordinary income rather than as a 
capital gain. 

Section 508 of the bill provides, in effect, that where tax-exempt 
or partially tax-exempt bonds are held by a dealer primarily for sale 
to customers in the ordinary course of his trade or business, the 
dealer may elect to treat such bonds as admissible assets, provided 
that he also elects to include in his excess profits net income the 
interest on such bonds. 


9. Base period abnormalities (sec. 509) 


Under present law, if an abnormality exists in the taxpayer’s lowest 
year of earnings during the base period, that year is automatically 
eliminated from the average base period net income computation. 
However, if an abnormality occurred in one of the remaining periods 
of 12 months or less in the base period, section 442 of the code provides 
that the taxpayer may, if it was in business at the beginning of its 
base period, substitute for its actual excess profits net income for the 
period of the abnormality an amount determined by multiplying its 
total assets for the last day of the year of the abnormality by the rate 
of return of its industry for that period. 

The alternative average base period net income provided by section 
442 is available, if the taxpayer can establish for any taxable year 
within its base period either that its normal production, output, 
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or operation was interrupted or diminished because of the occurrence, 
either prior to, or during the taxable year, of events ‘‘uousual and 
peculiar” in the experience of the taxpayer or that the business of 
the taxpayer was depressed because of temporary economic circum- 
stances unusual in its case. This is known as an “abnormality.” 

The bill provides an additional alternative eligibility requirement 
under section 442. Section 509 of the bill provides that where the 
earnings of the taxpayer’s third-best base period year were less than 
35 percent of the average of the earnings of his two best base period 
years and where an abnor aality has occurred in the prior year, the 
taxpayer will automatical.y be entitled to use its industry rate of 
return for the third best year. This new provision is limited, how- 
ever, so that the substituted earnings may not in any case exceed the 
average of the taxpayer’s two best years. 

The requirement of present law that the substitute excess profits 
net income provided by section 442 may be utilized for a single 
abnormal year only if it exceeds 110 percent of the taxpayer’s excess 
profits net income for that year computed without the substitution 
does not apply to taxpayers who are eligible under this provision. 


10. Capital reduction for loans made by parent corporations to sub- 
sidiaries (sec. 510) 

Section 510 of the bill provides that where a subsidiary corporation 
computes its average earnings credit on the basis of the mdustry 
rate of return applied to its total assets and where such subsidiary 
has borrowed funds from its parent corporation on open account, the 
amount so borrowed is to be eliminated from its total assets. 


11. Change in products committed to prior to close of base period (sec. 
511) 

Section 443 of present law provides that where a corporation made 
a substantial change in the products or services it furnished during 
the last 3 years of its base period, and, within 3 years after the change, 
the new product accounted for more than 40 percent of gross income 
or 33 percent of net income and net income increased 25 percent, then 
the corporation is entitled to determine its average pase period net 
income by multiplying its industry rate of return by its total assets. 

As the above description indicates, present law confines this type 
of relief to corporations which actually introduced a new product 
before the end of the base period. 

Section 511 of the bill provides that where a substantial change in 
the products produced by a taxpayer has been made after the end 
of the base period, such a change is to be deemed to have been made 
in the base period, for the purpose of qualifying for the alternative 
average base period net income available under section 443 of the code, 
if the taxpayer, prior to July 1, 1950, commenced the construction 
of the facilities necessary to the production of the new product, and 
if such construction and the production of the new product were in 
furtherance of a course of action to which the taxpayer (or a corpora- 
tion with which the taxpayer had the privilege of filing a consolidated 
return for its first excess profits tax year) was committed prior to 
the end of the base period. This commitment must be evidenced by 
a contract with another person and that contract must have granted 
a license, franchise, or similar rights essential for the production of 
the new product. 
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12. Technical amendment relating to new corporations (sec. 512) 


A new corporation computing its income credit under section 445 
of the code for any of its first 3 years which are excess profits tax 
years is, under the present law, entitled to apply the industry rate of 
return only to its total assets at the beginning of its first excess profits 
tax year plus its net capital addition or less its net capital reduction 
after that date. Thus, the industry rate can be applied only to 
increases in its equity capital and 75 percent of increases in its bor- 
rowed capital, to the extent that its assets are acquired after the 
beginning of its first excess profits tax year. This treatment is less 
favorable than that provided for other new corporations or that pro- 
vided for corporations using other relief sections involving the industry 
rate of return because it provides for the inclusion of only 75 percent 
of borrowed capital. 

Section 512 of the bill provides that a new corporation computing 
its income credit under section 445 for any of its first 3 years which are 
excess § spp tax years is to be entitled to its industry rate of return 
applied to equity capital plus 100 percent of borrowed capital, less 
interest on borrowed capital. Also, for purposes of computing a net 
capital reduction for any of these three years under section 445, 
decreases in borrowed capital and increases in loans to members of a 
controlled group are counted at 100 percent. 


13. Regulated public utility credit for intrastate pipelines (sec. 513) 

The alternative excess profits tax credit for certain regulated public 
utilities provided by section 448 of the code extends, under present 
law, to corporations engaged as common carriers in the furnishing or 
sale of gas, oil or other petroleum products (including shale oil) by 
pipeline, if subject to the jurisdiction of the Interstate Commerce 
Commission. The alternative credit in these cases is, in effect, equal 
to a return of 6 percent upon total equity and borrowed capital after 
normal tax and surtax. 

Since the jurisdiction of the Interstate Commerce Commission 
extends only to interstate pipelines, under present law the special 
credit provided by section 448 is denied those pipelines whose opera- 
tions are entirely intrastate in character. 

Section 513 of the bill amends section 448 of the code to provide 
that pipeline common carriers subject, with respect to rates, to the 
jurisdiction of the public service comimissions of any State shall be 
eligible for the regulated public utility credit. The same 6 percent 
credit is made applicable as in the case of interstate pipelines. 


14. Lessor railroad corporations (sec. 514) 


Section 448 of the code provides an alternative excess profits tax 
credit for certain regulated public utilities. In the case of railroads 
this alternative credit is equal to a return of 6 percent upon total 
equity and borrowed capital after, in effect, normal tax and surtax, 
To establish eligibility for this alternative credit a railroad corpora- 
tion must be engaged “as a common carrier in the furnishing or sale 
of transportatioa by railroad’”’ and must be subject to the jurisdiction 
of the Interstate Commerce Commission. Furthermore, such a reil- 
road can qualify only if 80 percent or more of its gross income (com- 
puted without regard to capital gains and losses) is derived from the 
furnishing or sale of railroad transportation. 
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Section 141 of the code permits the filing of consolidated returns 
by affiliated corporations which are regulated public utilities within 
the meaning of section 448. Section 514 of the bill provides that 
certain lessor railrosd corporations will be permitted to qualify for 
the regulated public utility credit where they file consolidated retur 1s 


with their lessee railroad corporations which qualify under section 
448. 


15. Exempt excess output of sulphur, potash, metallurgical grade lime- 
stome and chemical grade limestone (sec. 515) 

Section 453 of the present law provides a partial exemption for coal 
and iron mines, timber properties, and natural gas and metal mining 
properties not in operation during the basé period. One-third of the 
net income in the current taxable year of these properties is exempt 
from excess profits tax. 

Coal and iron mines, timber properties and natural gas properties 
which were in operation during the base period are also extended 
special relief under this provision of present law which exempts from 
excess profits tax one-half the income from excess output during the 
taxable year. The excess output is the production in excess of average 
annual production from the property (whether or not then owned by 
the taxpayer) during the period 1946—June 30, 1950. 

Nonmetallic minerals are not provided the special treatment de- 
scribed above, either in the case of new or old properties. Section 515 
of the bill extends the special treatment described above to sulphur, 
potash, and metallurgical or chemieal grade limestone deposits. 


16. Transition from World War II production and increase in peace- 

time capacity (sec. 516) 

Section 516 of the bill extends to corporations meeting certain 
requirements the benefits of the special growth alternative described in 
section 435 (e) (2) (G) of the code. In general, this permits corpora- 
tions to compute an alternative average base period net income on 
the basis of the sum of one-half of their income in 1948 and 40 percent 
of their income in 1950. 

To qualify under this provision a corporation must be a manufac- 
turing corporation which commenced business before 1940, and it 
must meet the following requirements: 

1. The adjusted basis of the corporation’s real property and 
depreciable tangible property must not be in excess of $10 million 
as of the beginning of its base period. 

2. The unadjusted basis of the corporation’s real property and 
depreciable tangible property at the close of its base period must 
be 250 percent or more of the basis of such facilities at the begin- 
ning of its base period. 

3. Seventy percent of the corporation’s income for the years 
1942 through 1945 must be attributable to contracts with the 
United States or related subcontracts, but less than 20 percent 
of the corporation’s income during the base period and in the 
calendar year 1950 must be attributable to contracts with the 
United States or related subcontracts. 

4. Both the corporation’s profits in 1945 and the average of 
its profits in 1948 and 1949 must be at least 300 percent of the 
average of its profits for 1946 and 1947. 
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17. Special relief provision for corporations suffering catastrophes (sec. 
) 


Section 517 of the bill provides that manufacturing corporations 
suffering from a catastrophe in the last 36 months of the base period 
may: (1) substitute their average excess profits net income in their 
base period, prior to the year in which the catastrophe occurred, for 
their earnings during the year in which the catastrophe occurred : or 
(2) compute their average base period net income under the growth 
alternative provided in section 435 (e) (2) (G) of the code. This 
growth alternative, in general, permits corporations to compute their 
average base period net income on the basis of one-half of their in- 
come in 1948 and 40 percent of their income in 1950. 

A catastrophe is defined as a fire, storm, explosion, or other casualty 
which rendered inoperative all of the facilities of a plant or plants 
accounting for at least 15 percent of a corporation’ s total facilities. 
As a result of the catastrophe the corporation’s normal operation 
must have been “‘substantially interrupted” for more than 12 months, » 
and the production facility destroyed must have been replaced before 
the end of the base period by a production facility with at least an 
equivalent adjusted basis. 

18. Consolidation of newspapers (sec. 518) 

Section 518 of the bill provides an alternative average base period 
net income for any taxpayer which was engaged primarily in the 
newspaper publishing business and which, after the middle of its base 
period and prior to June 30, 1950, consolidated substantially all of its 
mechanical circulation, advertising, and accounting operations in 
connection with its newspaper publishing business with the similar 
operations of another corporation engaged in the newspaper publish- 
ing Durnem in the same locality. 

he alternative average base period net income provided is the 
actual average base period net income determined under section 435 
(d), plus the amount by which the average annual expenses attributable 
to the operations which were consolidated, during the two taxable 
years preceding the taxable year in which the consolidation occurred, 
exceeded the expenses attributable to the same operations during the 
next taxable year beginning after the consolidation, after adjusting the 
actual expenses of the latter year for increases in labor costs and news- 
print costs after the consolidation. 

In order to be eligible for this alternative, the taxpayer must 
establish to the satisfaction of the Secretary that the consolidation 
resulted in substantial reductions in the expenses which would have 
been incurred had the consolidation not taken place. Furthermore, 
either the deductions of the taxpayer for the taxable year following 
that of the consolidation must not be more than 80 percent of the 
average of those deductions for the 2 years preceding the year of the 
consolidation, or the taxpayer’s income in the year following the year 
of the consolidation must be at least 125 percent of its average base 
period income. 


19. Special relief provision for companies engaged in television broad- 
casting during the base period (sec. 519) 
Section 519 provides corporations which engaged in the television 
broadcasting business before January 1, 1951, with an alternative 
method of computing their average base period net income. If these 
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corporations engaged in some other business during the base period 
they may compute an average base period a income for their non- 
television business (using the general av' method) and add to it 
a special average base period net income for their television 
broadcasting business. A taxpayer may compute this latter re 
by multiplying its total television assets either by the avera ase 
period industry rate of return for radio broadcasting, or (if the tax- 
payer was in the radio broadcasting business during the base period) 
by its own individual base period rate of return on its own radio 
broadcasting business. If the taxpayer was engaged in the television 
broadcasting business during the base period, the industry rate of 
return or its individual radio rate of return will be applied to its total 
television assets at the close of the base period. If the taxpayer 
acquired its television broadcasting business after the close of the 
base period and before January 1, 1951, the industry rate of return 
or its individual radio rate of return will be applied to its total tele- 
vision assets at the end of the first month in which it engaged i in the 
television broadcasting business. 

Appropriate adjustments are to be made where assets previously 
used in nontelevision business have been used to acquire the television 
broadcasting business, to prevent a double counting of the income of 
these assets. 


20. Construction resulting in an increase in capacity completed after end 
of base period (sec. 520) 
Section 444 of present law provides that a corporation which 
commenced business before its base period and made substantial 
changes in its facilities during the last 36 months of the base period 


may use a substitute average base period net income. This substitute 
is determined by applying its industry rate of return to its total assets. 

To qualify for relief under the “change in capacity” formula, the 
corporation must have added to its facilities in a manner which— 

1. resulted in an increase of 100 percent or more in its produc- 
tive capacity ; or 

2. resulted in an increase of 50 percent or more in its productive 
capacity and resulted in an increase in the adjusted basis of its 
total facilities of 50 percent; or 

3. resulted in an increase in the unadjusted basis of its total 
facilities of 100 percent or more. 

Section 520 of the bill provides that if a corporation completed 
construction of a manufacturing establishment during its first taxable 
year ending after June 30, 1950, and meets certain conditions de- 
scribed below, this addition or replacement, for purposes of section 
444 (b) of present law, is to be treated as if it had been added to its 
total facilities on the last day of its base period. However, in order 
to qualify, the corporation must, prior to the end of its base period, 
have completed 40 percent of the construction, and the completion of 
the establishment must have been in pursuance of a plan to which the 
corporation was committed prior to the end of its base period. 


21. Tazable exchanges (sec. 521) 


Part II of the Excess Profits Tax Act of 1950 provides rules under 
which an acquiring corporation may utilize the earnings experience 
of a predecessor corporation in computing its own average earnings 
base. However, under the Excess Profits Tax Act of 1950, the acquir- 
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ing corporation may use this earnings experience only where the assets 
of the predecessor corporation were acquired in certain tax-free 
exchanges. In general, these tax-free exchanges occur where the 
assets of a predecessor corporation are acquired by the acquiring 
corporation in exchange for its stock. Under the present law the 
earnings experience of a predecessor corporation may not be used by 
an acquiring corporation where the assets were acquired by purchase 
for cash or in some other type of taxable exchange. 

Section 521 of the bill provides that in the case of taxable exchanges 
occurring prior to December 1, 1950, where the predecessor corpora- 
tion has been liquidated and a purchasing corporation has obtained 
substantially all of the predecessor corporation’s assets, the purchas- 
ing corporation may use the predecessor corporation’s base period 
experience in computing its average base period net income under the 
general average method. However, it is to be permitted the use of 
this base only to the extent that new funds were used for the pur- 
chase of these assets. These provisions are also to apply where the 
predecessor was a sole proprietorship or partnership, in which case 
the base period income of the predecessor is to be computed as if it 
were a corporation. ‘ 

Similarly, where a predecessor corporation had two or more separate 
businesses, a corporation which purchased one of these businesses is 
entitled to use the earnings experience of the business in computin 
its average base period net income under the general average method. 
However, in such a case the predecessor corporation must have dis- 

osed of all of its businesses in a single plan of complete liquidation. 
ere a purchasing corporation purchased only one of several busi- 
nesses of a selling corporation, the portion of the Less period experience 
of the seller which is made available to the purchasing corporation is 
to be determined under regulations on the basis of an allocation based 
on value or on the basis of the earnings experience of the assets pur- 
chased. These provisions also apply where the predecessor was a 
partnership. 

The bill also permits a purchasing corporation to use the earnings 
experience of a business of another corporation if the other corporation 
was liquidated and its assets were distributed to its shareholders who 
forthwith sold them to the purchasing corporation. 

The bill further provides that in the case of taxable exchanges a 

urchasing corporation is not to be denied the use of the earnings 
tan of a predecessor merely on the grounds that a franchise or license, 
which was an important source of earnings of the precedessor, can- 
not be transferred from the predecessor to the acquiring corporation, 
but must be obtained by the latter from the same source. An ex- 
ample of this would be an automobile dealer agency. 
his amendment is limited to taxable exchanges occurring before 
December 1, 1950. 


22. Exemption for strategic minerals (sec. 522) 

Section 450 of the code exempts from excess profits tax income 
attributable to the mining of certain strategic minerals. Section 522 
of the bill adds bauxite to the present list of exempt strategic minerals. 
23. Consolidated returns (sec. 613) 


Section 613 of the bill amends the consolidated return provisions 
of the code to permit a corporation exempt from excess profits tax 
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under section 454 (f) of the code, which has filed a consent to be 
included in a consolidated return for a taxable year ending after June 
30, 1950, the right to amend its election within 90 days after the 
date of enactment of this act, 


VI. STRUCTURAL CHANGES IN ESTATE AND GIFT 
TAXES 


1. Foreign estate tax credit (sec. 603) 


Under present law the United States asserts estate-tax liability 
with respect to the entire estate, wherever situated (except real 
property outside the United States), of decedents who were either 
domiciled in the United States or citizens of the United States. Since 
many other countries, like the United States, tax property situated 
within their boundaries, estates of citizens of the United States who 
were foreign residents are quite likely to be subjected to a double 
tax. With a considerable number of foreign countries, the United 
States has entered into estate-tax conventions which provide relief 
for this problem and other treaties at present are under consideration. 
However, in other cases the possibility of double taxation still 
exists. 

Section 603 of the bill removes this double taxation by providing 
a foreign estate tax credit in the case of United States citizens and 
residents (subject to a limitation indicated below) where the double 
tax arises from the United States imposing a tax on the entire estate, 
and a foreign country imposing an estate tax on property situated 
within that country. The foreign estate tax credit is allowed both 
against the basic estate tax and the additional estate tax. As in the 
case of the income tax, a foreign tax credit is allowed in the case of 
those who were residents but not citizens of the United States only if 
the foreign country in which the decedent was a citizen allows a similar 
foreign tax credit in the case of citizens of the United States who are 
residents of that country. As in the case of the foreign tax credit 
allowed for income tax purposes, the foreign estate tax credit is limited 
in a manner which permits the offsetting of taxes paid the forei 
country with respect to property situated in that country only to the 
extent that such property is taxed by the United States. Thus, if a 
foreign country imposes an estate tax at a higher effective rate than 
that provided by the United States, a credit is to be allowed only to 
the extent of the effective rate of tax imposed by the United States. 

This provision is effective with respect to estates of decedents dying 
after the date of enactment of this bill. It does not affect any treaty 
obligations of the United States. 


2. United States bonds held by nonresident aliens (sec. 604) 


Section 604 of the bill deals with the status under the estate and gift 
taxes of obligations of the United States Government owned by 
nonresident aliens not engaged in trade or business in the United 
States. It provides that United States Government bonds issued 
on or after March 1, 1941, are to be included in the gross estates of 
the nonresident aliens, and that gifts of Government bonds issued 
on or after March 1, 1941, are to be subject to gift tax, 

The amendment will apply only in the case of estates of decedents 
who die after the date of enactment of this bill or to gifts made after 
such date. 
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3. Works of art loaned by nonresident aliens (sec 605) 


Section 605 of the bill provides that works of art owned by a non- 
resident alien which are loaned to public galleries or museums in the 
United States for exhibition purposes are to be exempt from estate 
tax if the nonresident alien dies while the works of art are in this 
country. 

Present law (sec. 863 (c) of the code) limits the exemption to works 
of art loaned to the National Gallery of Art. 

This provision is effective with respect to estates of decedents 
dying after the date of enactment of this bill. 


4. Estate taxes of servicemen killed in Korea (sec. 606) 


The bill provides the same estate tax treatment for members of the 
Armed Forces dying in combat zones or from wounds received in 
combat zones as was previously provided for servicemen dying during 
World War II. 

Section 606 provides that the additional estate tax is not to apply 
to the estate of a decedent dying while in active service as a member 
of the military or naval forces of the United States if the decedent was 
either killed in action while serving in a combat zone, or died as a 
result of wounds or other injuries, or a disease, suffered while in line 
of duty by reason of a hazard to which he was subjected as an incident 
of such military or naval service. 

This provision is effective with respect to deaths occuring after 
the commencement of hostilities in Korea (after June 24, 1950) and 
before January 1, 1954. 


6. we interest of decedents dying prior to February 10, 1989 
see. 607) 

The provisions of the Technical Changes Act of 1949 apply only 
with respect to the decedents dying after February 10, 1939, the date of 
enactment of the Internal Revenue Code. In the case of such de- 
cedents, property is included in the gross estate by reason of the 
retention of a reversionary interest in a. transfer made before October 8, 
1949, only if the reversionaty interest is express and 18 worth more 
than 5 percent immediately before the decedent’s death. 

On March 18, 1937, Treasury Decision 4729 was issued by the 
Treasury Department, providing that property should not be taxed 
by reason of the retention of a reversionary interest. Section 607 of 
the bill provides that property transferred by a decedent dying after 
March 18, 1937, and before February 11, 1939 is not to be included in 
the estate of the decedent because of a possibility of reverter if the 
regulations in effect at the time of the death of the decedent did not 
provide for the inclusion of property so transferred. 


6. Decedents dying in 1950 with pre-1931 life estates retained (sec. 608) 

The Technical Changes Act of 1949 provided that, in the case of 
life estates retained in transfers made on or before March 3, 1931 
(and in some cases before June 7, 1932), the property would not be 
included in the decedent’s gross estate by reason of retention of the 
life estate if the decedent died before January 1, 1950. The 1949 act 
also provided that these life estates could be released free of estate 
and gift tax at any time during 1949 or 1950. The 1949 act con- 
taining this tax-free release provision became law on October 25, 
1949. There have been several cases in which decedents died in 1950 
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before releasing their pre-1931 life estates, possibly because they were . 
not aware of the tax-free release provision or were not in condition to 
effect a release. 

In the case of life estates retained in transfers made on or before 
March 3, 1931, section 608 of the bill provides that property will not 
be included in the decedent’s gross estate by reason of retention of 
the life estate if the decedent died before January 1, 1951 (instead of 
January 1, 1950, as provided by the present law). 


7. Pre-1916 transfers with reversionary interests retained (609) 

Under the present law a transfer in trust prior to 1931 is not subject 
to estate tax by reason of the retention of a life estate provided that 
the decedent died prior to 1950 (1951 under section 608 of this bill) 
and a transfer prior to October 8, 1949, is not subject to estate tax by 
reason of the retention of a reversionary interest unless the reversion- 
ary interest is express, rather than arising by operation of law, and 
exceeds 5 percent of the value of the property immediately before the 
decedent’s death. The present law makes no distinction between 
transfers made before the enactment of the estate tax, September 8, 
1916, and transfers made after that date. However, from 1927 to 
1934 the regulations provided that transfers made before enactment 
of the estate tax would not be taxable. Also, prior to the decision of 
the Supreme Court in the Hallock case in 1940 it was felt that property 
would not be taxed in a decedent’s estate by reason of his retention 
of a reversionary interest. 

Section 609 of the bill provides, in effect, that property will not be 
included in the estate of a decedent by reason of the retention of a 
reversionary interest in a transfer made prior to September 8, 1916, 
where the decedent died after February 10, 1939, the date of enact- 
ment of the Internal Revenue Code. 


8. Reversionary interests in life insurance—Decedents dying after October 
21, 1942 (Sec. 610) 

The Revenue Act of 1942 provided that, in determining the pro- 
portion of life-insurance premiums paid by the decedent, premiums 
paid by a decedent on or before January 10, 1941, are included if 
the decedent at any time after that date possessed an incident of owner- 
ship in the policy. Since a reversionary interest was construed to 
be an incident of ownership, the retention of any reversionary interest, 
regardless of its size and regardless of whether it was express or by 
operation of law, had the effect of making the premiums paid by the 
decedent includible for purposes of the premium payment test. In 
order to make the treatment of life insurance consistent with the treat- 
ment of other property under the Technical Changes Act of 1949, 
the Revenue Act of 1950 provided that a reversionary interest should 
be considered an incident of ownership only if it were express and, 
at some time after January 10, 1941, exceeded 5 percent of the value 
of the policy. The provision in the 1950 act was an amendment of 
the Revenue Act of 1942, so that it was effective with respect to the 
estates of decedents dying after October 21, 1942. However, the 1950 
provision did not provide for the reopening of closed cases. In this 
respect it was different from the 1949 amendment of section 811 (c) 
which provided a 1-year period during which claims for refund could 
be filed for closed cases. 





SUMMARY OF PROVISIONS OF THE REVENUE ACT OF 1951 61 


Section 610 of the bill amends section 503 of the Revenue Act of 
1950 in order to permit the reopening of closed cases if a claim was 
filed within 1 year from the date of the enactment of the Technical 
Changes Act of 1949, on October 25, 1949. 


VII. EXCISE TAXES 


It is estimated that at the levels of production anticipated in the 
fiscal year 1952 excise tax changes made by the bill, when fully effec- 
tive, will raise revenues by $1,204 million. As shown in table 13, al- 
most all of the excise-tax revenue provided by the bill is raised from 
the manufacturers’ excises, the new taxes on gambling and the taxes 
on alcoholic beverages and tobacco. No rate increases are provided 
in the case of the retail excises, the excises on transportation and 
communication, or the admission taxes, 


TABLE 13.—Hrcise-tazr revenue raised by the bill by major sources 


[At estimated fiscal year 1952 levels of production and consumption but in a full year of 
operation] 
Additional 
revenue 
(in millions 
Type of excess tax of dollars) 

Alcoholic beverages 

Tobaceo products 

Manufacturer 

Retail 

Transportation and communication 

Amusement and recreation 

Gambling 


OR ih iii Saal cd ntinbbiin paint did wbibiinbinsidindhiewiaoo= 1, 204 


_ The excise-tax changes made by the bill become effective on the 
first day of the first month which begins more than 10 days after the 


date of enactment of the bill. The bill also provides that the excise- 
rate increases are to expire on April 1, 1954. The increases in the 
occupational taxes on dealers in liquor and coin-operated gaming 
‘devices are an exception to this rule. These increases are permanent. 
With November 1 as the effective date for these changes, it is estimated 
that the bill will increase excise-tax revenues by $787 million in the 
fiscal year 1952 (this includes the floor stock taxes), raising total 
receipts for 1952 from excises to $9,347 million. 


A. Anconoric Breveraces 


1. Distilled spirts (secs. 451, 462) 

Section 451 of the bill increases the tax on distilled spirits from $9 to 
$10.50 per proof gallon. The increase of $1.50 per proof gallon 
amounts to about 26 cents a fifth on the ordinary type of whisky 
bottled at about 85 proof. Under present law the $9 per gallon tax 
on distilled spirits averages about 40 percent of the retail price per 
bottle, including tax. e tax imposed by the bill will raise this 
figure to about 43 percent. This assumes the addition in full of the 
tax to current prices, but no price mark-up on the tax. 

At the present time, although the general tax rate on distilled spirits 
is $9 a proof gallon, a draw-back of $6 per proof gallon is provided for 
distilled spirits used for medicines, medicinal preparations, food prod- 
ucts, flavors, or flavoring extracts which are unfit for beverage pur- 
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oses. This leaves a net tax of $3 per proof gallon in such cases. 

he bill increases these draw-backs so that a net tax of $1 per proof 
gallon is finally paid. With the tax rate of $10.50 per proof gallon 
this is accomplished in section 462 of the bill providing in section 3250 
(1) of the code a draw-back of $9.50 per proof gallon. When the tax 
rate reverts to $9 per proof gallon, the draw-back isto be decreased to 
$8 per proof gallon. 


2. Beer (sec. 453) 


Section 453 of the bill increases the tax imposed on fermented malt 
liquor, or beer, by $1 per barrel, or from the $8 per barrel provided by 
present law to $9 per barrel. This is an increase in tax of 1214 percent 
as contrasted to an increase of 1624 percent provided in the case of 
distilled spirit. Under present law the tax on beer represents about 
15 percent of the average retail price (including | and under the 
bill this is increased to between 16 and 17 percent. In the case of a 
12-ounce bottle of beer the tax increase represents an increase of about 
one-third of 1 cent. 

3. Wines (sec. 452) 

Section 452 of the bill to provide for about the same increase in the 
tax on wines as in the case of beer, namely, an increase of approxi- 
mately 1214 percent. Thus, in the case of still wines, including ver- 
mouth, the tax per gallon is to be— 

(a) increased from 15 to 17 cents where the alcoholic content 
of the wine is not more than 14 
(5) increased from 60 to 67 cents where the alcoholic content 
of the wine is over 14 percent but not over 21 percent; and 
(ce) increased from $2 to $2.25 where the aleoholic content of 
the wine is over 21 percent but not over 24 percent.” 
In the case of sparkling wines, liqueurs, and cordials the tax per half 
pint is to be: 
(a) increased from 15 to 17 cents in the case of champagne or 
sparkling wines ; and 
(5) increased from 10 to 12 cents in the case of liqueurs, cor- 
dials, and artificially carbonated wines. 

Most of the wine consumption in the United States today is repre- 
sented by the first two categories of still wines. Natural, or table, 
wines with an alcoholic content not over 14 percent and including such 
wines as sauterne, claret, and burgundy represent about one-quarter 
of the total consumption. Sweet or dessert wines with an alcoholic 
content between 14 and 21 percent and including such wines as port, 
sherry, tokay, and muscatel represent approximately three-fourths 
of the total consumption in the United Grates today. These wines 
are fortified with brandy or alcohol before the natural fermentation is 
completed. Sparkling wines account for most of the small remaining 
consumption in the United Sates today and in large part represent 
imports. 

n terms of retail pre the tax under present law represents about 
4 percent of the retail price (including tax) in the case of table wines, 
and is to be increased by about one-half of 1 percent under the bill. 
The tax on sweet wines under present law represents about 15 percent 


a with alcoholic content in excess of 24 percent are subject to the tax on distilled 
Bp 8. 
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of the retail price and under the bill this percentage is to be increased 
by slightly more than 1 percentage point. The tax on sparkling wines 
represents about 25 percent of the retail price under present law and 
under the bill is to be increased to about 2614 percent. 


4. Occupational taxes on dealers in liquor (sec. 461) 

Retail dealers in liquor other than those dealing exclusively in wine 
and beer are required under section 3250 of the code to pay a special 
annual occupational tax of $27.50. Section 461 of the bill raises this 
occupational tax to $50 a year. 

Section 461 of the bill also increases the occupational taxes on whole- 
sale dealers in liquors and wholesale dealers in malt liquors. Section 
3250 (a) (1) of the code imposes a special occupational tax of $110 
on wholesale dealers in liquors. This includes wholesale dealers in 
wines, as well as wholesale dealers in distilled spirits. The bill raises 
this tax to $200. Section 3250 (d) of the code provides an occupational 
tax of $55 for wholesale dealers in malt liquor. This tax is raised to 
$100. 


5. Spirits lost in floods of 1951 (sec. 498) 

Section 498 of the bill provides for tax refunds or credits to dis- 
tillers or rectifiers for internal revenue tax and custom’s duties previ- 
ously paid with respect to spirits which have been lost or rendered 
amachetaiie as a result of floods during the year 1951. To be eligible 
2 this tax refund or credit the spirits must still be in the possession 
oIt-— 

1. The person originally paying the tax, 
2. a rectifier, or 
3. a wholesale or retail liquor dealer. 

It is also provided that the refunds or credits may be made in the 

case of any of the above persons except retail liquor dealers who re- 

laced for someone else distilled spirits destroyed or rendered unmar- 

etable by a flood if the replacement was made without compensation. 
In order to be eligible for the refund or credit a claimant must furnish 
proof that the tax or duty was fully paid, that the damage was sus- 
tained as the result of the flood conditions, that he was not insured 
against loss of the tax, and in the case of replacements that he has 
actually replaced the full equivalent of the distilled spirits destroyed. 


B. Tosacco Propucts 


1. Cigarettes (sec. 421) 

In the case of cigarettes, section 421 of the bill increases the 
tax provided by section 2000 of the code from $3.50 per thousand to 
$4 per thousand. In effect, this raises the tax on the ordinary package 
of 20 cigarettes from 7 cents to 8 cents. The present tax on cigarettes 
represents about 34 percent of the retail price including tax. The 
increase will raise this to about 37 percent. 


2. Snuff, chewing tobacco, and smoking tobacco ( sec. 423 ) 
In the case of snuff, chewing tobacco, and smoking tobacco section 


423 of the bill reduces the tax from 18 cents per pound to 10 cents per 
pound. 
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C. Manvuracrurers’ Excisrs 


1. Gasoline and diesel fuel ( secs. 489, 441) 

Section 489 of the bill provides for a one-half cent increase in the 
gasoline tax, raising the Federal gasoline tax, provided by section 3412 
of the code, from 114 to 2 cents per gallon. Since the tax on gasoline 
is a specific and not an ad valorem tax, the percentage relationship 
of the tax to the retail price will vary with the variation in the price 
of gasoline. In 1950 the tax was 6 percent of the retail price, including 
tax, and in 1940 it was 814 percent of the retail price. The bill will 
result in a tax equal to about 8 percent of the retail price of gasoline 
including tax. 

Section 441 of the bill also adds a new section 2450'to the code im- 

osing a tax of 2 cents per gallon on diesel fuel for diesel-powered 
Sees vehicles, The tax is imposed on the retailer selling the diesel 
fuel for highway use and also on persons using the diesel fuel in high- 
way vehicles if no tax was collected from the retailer. Of this 2 cents 
per gallon tax, 11% cents is oe The remaining 1% cent tax 
terminates as of April 1, 1954, 


2. Passenger cars and motorcycles (sec. 481(b) ) 

Section 481 (b) of the bill increases the tax, provided by section 3403 
of the code, on passenger cars and motorcycles from 7 to 10 percent of 
the manufacturer’s price. However, the bill removes the tax on house 
trailers. The present tax on passenger cars on the average represents 
5 percent of the retail price, including tax. The increase provided by 
this bill will raise this to somewhat over 7 percent. 


3. Automobile trucks, busses, and truck trailers (sec. 481 (a) ) 


Section 481 (a) of the bill increases the tax on automobile trucks, 
busses, and truck trailers, provided by section 3403 of the code, from 
5 to 8 percent of the manufacturer’s price. 

4. Automotive parts and accessories (sec. 481 (c), (d), (f)) 

Section 481 (c) of the bill increases the tax on automotive parts and 
accessories, provided by section 3403 of the code, from 5 to 8 percent 
of the manufacturer’s price. 

With respect to reconditioned or rebuilt parts, where such sales are 
subject to the parts and accessories tax under present law, section 481 
(d) of the bill provides an amendment which excludes from the tax 
base the fair market value of any like part traded in for a recondi- 
tioned or rebuilt part. 

Section 481 (f) of the bill amends section 3443 of the code to provide 
for a credit or refund of the tax on automotive parts and accessories 
where the parts or accessories are used or resold for the repair or re- 
placement of farm equipment parts. However, this crediting or re- 
funding device is not made available in the case of spark plugs, storage 
batteries, leaf springs, -coils, timers, and tire chains, exemption 
is already provided by existing regulations for automotive parts and 
accessories sold to manufacturers for use on new farm equipment with 
the exception of the items specifically listed above. The provision 
applies the same policy to sales of repair or replacement parts, making 
use, in this case, of a crediting or refunding procedure. 
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5. Tires on toys, etc. (sec. 481 (h)) 


Section 481 (h) of the bill makes a revision in the 5-cent-per-pound 
manufacturers’ tax on tires. Section 3400 of the code is amended to 
exclude from this tax tires which are not more than 20 inches in diam- 
eter and one and three-fourths of an inch in cross section if the tires 
are of all-rubber construction. The bill also excludes tires with in- 
ternal wire fasteners, irrespective of size. Under present law, the 
tax on tires is applicable to all tires regardless of the use for which 
they are intended. This provision has the effect of removing the tax 
in the case of tires for baby buggies, lawn mowers, children’s tricycles, 
scooters, coaster wagons, etc. 


6. Electric, gas, and oil appliances (sec. 486 ) 

Section 485 of the bill revises the base of the 10 percent manufac- 
turer’s tax on electric, gas and oil appliances provided by section 3406 
of the code, Except in the case of electric direct motor-driven fans 
and air circulators, the bill removes from tax all appliances of a non- 
household type. In the case of the former, only industrial type elec- 
tric direct motor-driven fans and air ciculators are removed from 
the base of the tax. In addition, the bill exempts from tax all electric 
a pads. It also adds the following household types of items 
to the base of this tax: 


1. Electric exhaust blowers. 10. Electric ice cream freezers. 

2. Electric belt-driven fans. 11. Electric mangles. 

3. Electric or gas clothes driers. 12. Electric motion or still picture 
4. Blectric door chimes. projectors. 

5. Electric dehumidifiers. 13. Eleetric pants pressers. 

6. Electric dishwashers. 14. Power lawn mowers. 

7. Electric floor polishers and waxers. 15. Electric sheets and spreads. 

8. Electric food choppers and grinders, 16. Electric garbage disposal units. 

9. Electric hedge trimmers. 

The items taxed under present law which will continue to be subject 
to tax under the bill are electric direct motor-driven fans and air cir- 
culators of the nonindustrial type and the following household types 
of appliances: 


. Electric, gas, and oil water heaters. 
. Blectric, gas, and oil appliances for cooking or warming food or bev- 
erages for consumption on the premises. 
8. Electric flat.irons. 
jlectric air heaters (but not furnaces). 
. Electric immersion heaters. 
. Electric blankets. 
. Electric mixers, whippers, and juicers. 

Of the items added to the base of the tax, the most important in 
terms of revenue are power lawn mowers, electric dishwashers, and 
electric and gas clothes driers. This 10-percent manufacturers’ tax, 
when expressed as a percentage of the retail price of the electric, gas, 
and oil appliances, including tax, represents about a 6-percent tax. 


7. Navigation receivers sold to the United States Government (sec. 482 ) 

Section 482 of the bill makes a revision in the base of the 10-percent 
manufacturers’ excise tax on radio receiving sets, television receiving 
sets, ete., imposed by section 3404 of the code. “A communication, 
detection, or navigation receiver of the type used in commercial, mili- 
tary, or marine installations,” is exempted from this tax if sold to the 
United States for its exclusive use. 
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8. Refrigeration equipment (sec. 483) 

Under present law, a 10-percent manufacturers’ tax is imposed on 
household type mechanical refrigerators, quick-freeze units, and re- 
frigerating and freezing apparatus. In the case of refrigerating and 
freezing apparatus, present law provides that the tax does not apply 
in the case of sales of refrigerator components to wholesalers and 
retailers for resale to-manufacturers of taxable refrigerators, quick- 
freeze units or refrigerating or cooling apparatus. Where refriger- 
ating apparatus is sold to a wholesaler or retailer for resale to a 
manufacturer of nontaxable refrigerators or refrigeration equipment 
the tax does apply. However, if a manufacturer of refrigeration 
equipment sells it directly to another manufacturer of refrigeration 
equipment, no tax applies irrespective of whether or not the refrigera- 
tion equipment sold by the second manufacturer is taxable. 

Section 483 of the bill amends section 3405 (b) of the Code to provide 
that, under regulations prescribed by the Secretary of the Treasury, 
the tax is not to apply to refrigeration components sold to wholesalers 
or retailers where the components are held for resale to manufacturers 
of refrigeration and freezing equipment (and finally so sold) irre- 
spective of whether or not the equipment sold by the latter manufac- 
turers is taxable equipment. 

9. Sporting goods (sec. 484) 

Section 484 of the bill makes two changes in the 10-percent manu- 
facturers’ tax imposed on sporting goods by section 3406 of the code. 

Under present law this tax covers virtually all types of sporting 
equipment although certain toy or children-sized items are exempt. 
The first change made by the bill with respect to the sporting goods 
tax is to remove from its application specific types of articles which 
are used predominantly for school sports and by children. The items 
removed from the application of the tax are as follows: 


. Baseballs and baseball equipment. 10. Push balls. 
2. Basketballs. 11. Skates. 
38. Boxing gloves and other boxing 12. Snow toboggans and sleds not more 
equipment. than 60 inches in length. 
. Fencing equipment. 13. Soccer balls. 
. Footballs and other football equip- 14. Softballs and other softball equip- 
ment. ment. 
3. Gymnasium equipment and appara- 15. Track hurdles. 
tus. 16. Vaulting equipment. 
. Hockey equipment. 17. Volleyballs and other volleyball 
. Indoor baseballs and other indoor equipment. 
baseball equipment. 18. Water polo equipment. 
. Mass balls. 19. Wrestling head harness. 


The items which will remain in the base of the tax are as follows: 


3adminton equipment. 10. Lacrosse equipment. 
silliard and pool tables, balls, and 11. Polo equipment. 
cues. 12, Skis and ski poles. 
. Bowling balls and pins. 13. Snow shoes. 
. Clay pigeons and traps for throwing 14. Snow toboggans and sleds more than 
clay pigeons. 60 inches in length. 
5. Cricket balls and bats. 15. Squash equipment. 
3. Croquet balls and mallets, 15. Squash equipment. 
. Curling stones. 16. Table-tennis equipment. 
. Deck-tennis equipment. 17. Tennis equipment. 
. Golf clubs and other golf equipment, 18. Fishing equipment. 
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The second change made by the bill is to raise the rate of tax from 
10 percent to 15 percent of the manufacturer’s price with respect to all 
of the items remaining in the tax base, except fishing equipment. In 
that case the bill leaves the rate at 10 percent. The tax receipts from 
that sonrce are earmarked for conservation and this bill makes no 
change in this arrangement. Under present law the tax on sporting 
goods is about 6 percent of the retail price including tax and under 
the bill will be (except for fishing equipment) between 10 percent and 
11 percent of the retail price. . 


10. Photographic apparatus and film (sec. 486 ) 

Section 3406 of the code imposes a 25-percent tax on sales at the 
manufacturers’ level of photographic apparatus, which is defined as 
including cameras weighing 4 pounds or less, lenses, photographic 
apparatus and equipment, and any apparatus or equipment designed 
especially for photographic purposes. A 15-percent manufacturers’ 
tax is also imposed on photographic films (except X-ray films), photo- 
graphic plates, and sensitized paper. Under present law, the tax on 
film is about 9 percent, and tax on equipment is about 13 percent, of 
the retail price. 

Section 486 of the bill decreases the 25-percent tax on photographic 
apparatus to 20 percent and increases the 15-percent tax on film to 20 

ercent. The bill also revises the bases of these taxes so that they are 
imposed only on film, cameras, and lenses, and only on those which, 
insofar as administratively possible, do not represent a cost of doing 
business. Under the bill, the tax on these items will represent a tax 
of between 11 and 12 percent of the retail price. 

In the case of photoflash bulbs, the bill provides floor stock refunds. 
That is, wholesalers, retailers and others having inventories of photo- 
flash bulbs intended for sale on the date the elimination of the tax 
becomes effective would be credited, or would receive a refund, with 
respect to the tax paid on their inventories of photoflash bulbs. 


11. Electrical energy (sec. 488) 

Section 3411 of the code imposes upon vendors of electrical energy 
sold to domestic or commercial consumers a tax equal to 314 percent 
of the price charged. Section 488 of the bill repeals this tax. 


12. Fountain pens, ball-point pens, and mechanical pencils (sec. 487 ) 

Section 487 of the bill adds a new section 3408 to the code imposing 
a 15-percent manufacturers’ tax on fountain pens, ball-point pens, and 
mechanical pencils. At the present time some pens and pencils are 
subject to the 20-percent retail tax on jewelry and related items where 
they have nonessential parts which are ornamented with precious 
metals. These pens and pencils are not included in the base of the 
new manufacturers’ tax. 


13. Cigarette, cigar, and pipe lighters (sec. 487) 
Section 487 of the bill imposes a manufacturer’s tax on all mechani- 
cal lighters for cigarettes, cigars, and pipes which are not now taxed 


as jewelry. The manufacturer’s tax on mechanical lighters is imposed 
at a 15-percent rate. 
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D. Ream. EXcIsEs 


1. Toilet preparations (sec. 431) 

Section 431 of the bill makes three changes in the 20-percent retail 
oe on toilet preparations imposed by sections 2402 a 1650 of the 
code. 

The first of these changes exempts from this tax baby oils, powders, 
lotions, and other toilet articles unless they are advertised or sold as 
being usable by adults. 

The second change exempts toilet preparations purchased by barber 
shops and beauty parlors for use in these establishments. Under 
present law these items are subject to tax at the time they are pur- 
chased by the barber shop or beauty parlor. However, toilet prepara- 
tions purchased by a barber shop or beauty parlor for resale to cus- 
tomers are not taxable until sold to the ultimate user. To distinguish 
the purchases for resale made by the barber shop or beauty parlor 
from the purchases for their own use, the establishment is required to 
file a certificate, if no tax is paid at the time of purchase, indicating 
that the items will not be used in the establishment. Such certificates 
are not presently required in the case of tax-paid purchases for use 
in the establishment. The bill eliminates repeals the tax on toilet 
preparations purchased by barber shops, beauty parlors, and similar 
establishments if intended for use in such establishments. This 
amendment also has the effect of eliminating the requirement of exemp- 
tion certificates in connection with sales of cosmetics to barber shops 
and beauty parlors either for professional use therein or for resale once 
the businesses have established their nontaxable status as barber shops 
or beauty parlors. 

The third change exempts from the application of this tax miniature 
samples of toilet preparations sold by manufacturers or distributors 
to house-to-house salesmen if the samples are for demonstration pur- 
poses only. 


E. TransportTaTioN AND COMMUNICATION EXcIsEs 


1. Domestic telegraph, cable, and radio messages (sec. 491) 
Sections 1650 and 3465 of the code impose a 25-percent tax on 
amounts paid for domestic telegraph ane: or radio dispatches or 
t 


messages. Section 491 of the bill reduces the tax on domestic tele- 
graph, cable, or radio messages to 15 percent. 


2. Long-distance telephone calls from members of the Armed Forces in 
combat areas (sec. 492) 
Section 492 of the bill provides that the 25-percent tax on long- 
distance telephone calls is not to apply to calls from combat zones 
initiated by members of the Armed Forces. 


3. Transportation of persons (secs. 493, 494) 


The bill makes two changes in the 15-percent tax on amounts paid 
for the transportation of persons provided by sections 1650 and 3469 
of the code. One of these exempts certain fishing trips from the tax 
on the transportation of persons. Under present law amounts paid 
for transportation in boats where the transportation takes place for 
the sole purpose of fishing from the boat have been held to be taxable 
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under these sections. Section 493 of the bill exempts from the tax on 
the transportation of persons amounts paid for transportation by 
boat for the urpose of fishing from such boat. 

The re change made by the bill in the tax on the transportation 
of persons excludes from the application of the tax amounts paid in 
the case of certain types of transportation by vessels. In 1947 the tax 
on the transportation of persons was, amended to exclude, from the 
application of the tax, amounts paid for transportation outside of 
the northern portion of the Western Hemisphere. However, amounts 

aid for transportation partially within United States, Canada, or 
exico, and partially outside of the northern portion of the Western 
Hemisphere, were continued under the tax with respect to that part 
of the transportation “which is from any port or station within the 
United States, Canada, or Mexico to any other port or station within 
the United States, Canada, or Mexico.” For example, under present 
law if a vessel leaving New York for London stops at Boston for 
servicing or refueling, a part of the tickets purchased by its passengers 
is subject to the transportation tax. Section 494 of the bill provides 
that in the case of transportation by vessels making intermediate 
stops at ports in United States, Canada, or Mexico on voyages be- 
tween United States and a port outside of the northern portion of the 
Western Hemisphere, the charge for the transportation between the 
intermediate stop and the port in the United States, where the trans- 
rtation begins or ends, is not to be subject to the transportation tax, 
if the vessels are not authorized both to discharge and take on passen- 
gers at the intermediate stops. 
4. Transportation of excavation material (sec. 495) 

Under present law section 3475 of the code imposes a 3-percent tax 
on amounts paid for the transportation of property (in the case of 
coal the tax is 4 cents per short ton). In the case of building con- 
tractors paying for hauling dirt, rocks and other excavation material 
to some designated place the Bureau of Internal Revenue has held that 
a charge is being made for the transportation of property and, there- 
fore, that such hauls are subject to tax. (Where excavation material 
has been removed without designating the place it is to be taken, no 
tax has been applied, since the Bureau has considered this to be merely 
the payment for removal of waste rather than a charge for the trans- 

ortation of property.) Since March 13, 1951, the Bureau of 

nternal Revenue has followed the rule laid down by the Third 
Circuit Court of Appeals in Edward H. Ellis & Sons, Inc., v. United 
States that where excavation material has been hauled from one point 
on a construction project to another point on the same project, no 
transportation tax is due. However, tax still is imposed where the 
excavation material is taken off the construction project to some desig- 
nated place, even though such place is adjacent to, or near the con- 
struction project. Section 495 of the bill exempts from,this tax 
charges made for the use of motor vehicles for the movement of earth, 
rock, or other excavated material from a construction project to an 
adjacent area. The bill also provides that no inferences are to be 
drawn because of the enactment of this provision with respect to the 
tax on the charge for transporting other excavated material. 
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F. Exctses on AMUSEMENTS OR RECREATION 


1. General admissions (sees. 401, 402) 

Sections 1650 and 1700 of the code impose a tax of 1 cent for each 
5 cents or major fraction thereof charged for admission. The bill 
makes two changes in the application of this tax. 

The first change in the admissions tax, made by section 401 of 
this bill, deals with the amount paid for admission. Under present 
law a person admitted free or at reduced rates is required to pay the 
same amount of tax as a person who is charged the regular admission 
price, unless he is an employee, a municipal officer on official business, 
a child under 12, a serviceman, or (if admission is free) a hospitalized 
veteran. Section 401 of the bill exempts free admissions from tax in 
all cases and bases the tax on amounts actually paid where persons are 
admitted at reduced rates. 

The second change provides exemptions from the admissions tax 
where the proceeds inure to certain types of organizations. Section 
402 of the bill exempts from this tax admissions where all the proceeds 
inure to— 

1. Churches or conventions of churches. 

2. Educational organizations if such organizations normally 
maintain regular faculties and curricula and normally have regu- 
larly organized bodies of pupils or students in attendance at the 
places where their educational activities are regularly carried on. 

3. Charitable organizations if such organizations are supported 
in whole or in part by funds contributed by the United States or 
any State or political subdivision thereof, or are primarily sup- 
ported by contributions of the general public. 

4. Societies or organizations conducted for the sole purpose of 
maintaining symphony orchestras or operas and receiving sub- 
stantial support from voluntary contributions. 

5. Organizations exempt under section 101 (6) and organized 
prior to October 1, 1951, which are operated for the purpose of 
conducting an annual chautauqua program of educational, cul- 
tural, and religious activities at a permanent location. 

6. National Guard organizations. 

7. Reserve officers’ organizations. 

8. Veterans’ organizations. 

9. Police or fire departments, pension or retirement funds set 
up for the benefit of their members and funds set up for the 
benefit of the heirs of members. 

However, in the case of any of the above types of organizations, admis- 
sions are not exempt if they are to— 

1. Motion-picture exhibitions. 

2. Wrestling and boxing matches. 

3. Carnivals, rodeos, or circuses where professionals participate 
for compensation. 

4. Athletic contests unless the proceeds inure exclusively to the 
benefit of elementary or secondary schools (or, in the case of an 
athletic contest between two elementary or secondary schools, 
inure to the benefit of a hospital for crippled children). 

The bill also exempts general admissions to nonprofit agriculture 
fairs; admissions to concerts conducted by nonprofit civic associa- 
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tions; admissions to swimming pools and other places providing fa- 
cilities for physical exercise if operated by a governmental unit; 
admissions to a home or garden which is temporarily opened to the 
general public as a part ofa program conducted by a society or 
organization to permit the inspection of historical homes and gardens 
if no part of the proceeds inures to the benefit of any private person; 
and admissions to historical sites, houses, and shrines, and associated 
museums if operated by an ogranization for the preservation of such 
place and if no proceeds inure to any private person. 


2. Cabarets (sec. 404) 


Section 404 of the bill relates to the application of the 20-percent 
tax on cabarets to ballrooms and dance halls. Some courts have 
construed the cabaret tax to apply in the case of ballrooms and 
dance halls where it was possible to purchase incidental refresh- 
ments, services or merchandise in such places. The bill amends 
section 1700 (e) of the code to provide that the cabaret tax shall not 
apply in such cases. 


G. Exctsrs on GAMBLING 


Section 471 of the bill adds a new chapter 27A to the code which 
imposes a 10-percent excise tax upon wagers of certain types, prin- 
cipally those placed.with bookmakers and lottery operators, and a $50 
per year otcupational tax both upon persons engaged in accepting 
such wagers and upon persons who receive wagers for the persons so 
engaged. The bill provides that payment of either the tax on wagers 
or the occupational tax does not serve to exempt any person from any 
penalties provided under either State or Federal law with respect 
to engaging in the taxed activities. 


1. Tax on wagers (sec. 471) 


The wagering tax is placed upon wagers, without regard to the 
outcome of individual bets. The tax is limited (1) to wagers on sports 
events or contests placed with a person engaged in the business of 
accepting such wagers, (2) to wagers placed in a wagering pool which 
involves a sports event or contest, if the pool is conducted for profit, 
and (3) to wagers placed in a lottery jade for profit. 

The tax will extend to wagers on any aes such as horse racing, 
prizefights, basketball, baseball, or football, including sports exhibi- 
tions and trials. Moreover, the event wagered upon need not be a 
sports activity but can be any type of contest, such as an election or 
the outcome of primaries and nominating conventions. 

Wagers on sports events or contests, to be taxable, must be placed 
with a person engaged in the business of accepting such wagers. 
This requirement excludes from tax the purely “social” or “friendly” 
type of bet. A person is considered to be in the business of accepting 
wagers if he is engaged as a principal who, in accepting wagers, does 
so on his own account. The principals in such transactions are com- 
monly referred to as “bookmakers,” although no technical definition 
of “bookmaker,” such as the maintenance of a handbook or other 
device for the recording of wagers, is required. A wager is to be con- 
sidered as “placed” with a principal when it has been placed with 
another person acting for him. - To be “engaged in the business of 
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accepting such wagers” a person need not be either so engaged to 
the exclusion of all other activities or even primarily so engaged. 
Thus, for example, an individual may be primarily engaged as a sales- 
man, and also, for the purposes of this tax, be engaged in the business 
of accepting wagers. 

As previously stated, wagers placed in a wagering pool with respect 
to a sports event or a contest are taxable if the pool is conducted for 
profit. A pool will be considered as being operated for profit, if, for 
example, a person appropriated to himself a percentage of the amount 
contributed to the pool or required a fee for the privilege of contribut- 
ing to the pool. 

As in the case of bookmaking transactions, a wager will be con- 
sidered as “placed” in a pool or in a lottery whether placed directly 
with the person who conducts the pool or lottery or with another 
person acting for such a person. 

A contribution to a lottery will be considered a taxable wager only 
if the lottery is conducted for profit, as is the case with respect to 
wagering pools. The term “lottery,” means any scheme for the dis- 
tribution of property ee chance among persons who have paid or have 
agreed to pay a valuable consideration for the chance, whether called 


a lottery, raffle, gift enterprise, or some other name. The bill specifi- 
cally provides that the term includes “policy” or the so-called numbers 
game and similar types of wagering. 

The bill excludes from the term “lottery” any game of a type in 
which the wagers are usually placed, the winner or winners are usually 
determined, and the distribution of prizes or other property is usually 
made, in the presence of all persons placing wagers in the game. 


Among those games which are within the scope of the exclusion are 
card games, roulette games, dice games, and gambling wheels. On 
the other hand, punchboards would not crpinatiy be excluded under 
this definition. 

The bill provides specifically that the tax is not to apply with 
respect to wagers placed in pari-mutuel wagering enterprises licensed 
under State law. Also excluded from the tax are wagers placed in 
coin-operated devices with respect to which an occupational tax is 
imposed by section 3267 of the code.. The bill provides that, for the 
purposes of the tax, the term “lottery” does not include any drawing 
conducted by organizations exempt Secu tax under section 101 of the 
code where no part of the net proceeds derived from such drawing 
inures to the benefit of any private shareholder or individual. 

Liability for the wagering tax is placed upon the person who is 
engaged in the business of accepting wagers or who conducts the pool 
or lottery. Thus, the tax is to be collected from the bookmaker 
proper or from the person who conducts the pool or lottery as the 
principal. Monthly returns of tax are required. A credit is pro- 
vided in the case of so-called lay-off money. In order to avoid the 
risk inherent in atcepting disproportionate amounts of wagers on 
certain horses or numbers, the bookmaker or policy operator “lays off” 
a portion of his bets with another bookmaker or policy operator. In 
such cases it is the person with whom the bet is laid off who bears the 
actual risk of the wager even though it is the person with whom the 
bet: was originally placed that the bettor looks to for his winnings or 
to whom he pays his losses. With respect to such laid-off wagers the 
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bookmaker or policy operator who originally accepts the wager is to 
be liable for the 10-percent tax upon it but may claim a credit or re- 
fund for the amount of the tax if the bet is laid off with another person 
who also is liable to the wagering tax. The credit will be allowable 
only with respect to amounts laid off with persons also liable to the 
tax on wagers. 

A wager is the amount risked by the person placing the bet rather 
than the amount which he stands to win. Thus, if a person bets $5 
against a bookmaker’s $7 with respect to the outcome of a prize fight, 
the bis md for the purpose of the tax, is $5. The amount subject to 
tax will include not only the wager proper but also any charge incident 
to the placing of the wager. On the other hand, the bill specifically 
provides that the taxable amount is not to include an amount equal 
to the tax if it has been collected as a separate charge from the bettor. 
This exclusion conforms to the pattern of the other excises. 

The bill contains provisions designed to prevent avoidance of the 
tax through transfer of wagering activities to points outside of the 
United States. 

Any person who willfully fails to pay the tax provided or to make 
a return or to keep required records (including a daily record of the 
gross amount of wagers received) is made liable to criminal penalties 
(in addition to the civil penalties) of up to 1 year’s imprisonment and 
a fine up to $10,000. 


2. Occupational tax (sec. 471) 


In addition to the tax on wagers described above, the bill imposes 
an occupational tax of $50 per year upon any person liable to the 
om on wagers and upon any person engaged in receiving wagers for 

im. 

The bill provides that a person who pays the occupational tax 
must, as part of his registration, identify those persons who are en- 
gaged in receiving wagers for or on his behalf, and, in addition, 
identify the persons on whose behalf he is engaged in receiving 


gers. 

In general, the provisions of the occupational tax follow the pattern 
of the other occupational taxes imposed under the code and require 
registration, posting of special tax stamp by the taxpayers, the main- 
tenance by the collector of a list of taxpayers for public inspection, 
ete. Special penalties are imposed for failure to pay the tax or to 
post or exhibit the stamp. 


3. Coin-operated gaming devices (sec. 463) 
Section 3267 (a) of the code provides an occupational tax of $150 


per year in the case of coin-operated gaming devices. Section 463 of 
the bill raises this to $250 per year. 


H. Frioor Srock Taxes anp Rerunps 


Both floor stock taxes and floor stock refunds are imposed or granted 
one time only: a tax when an increase in rates occurs and a refund 
when a decrease in rates occurs. They are im or granted with 

ect to inventories of items which are beyond the point at which an 
excise tax ordinarily is imposed at the time the increase or decrease in 
rates occurs. They are used only in the case of taxes imposed at the 
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manufacturers’ level, since only in these cases are there any inventories 
of items held by persons other than consumers which have not been 
affected by recent changes in the excise rates. 

Under the bill floor stock taxes are imposed with respect to the in- 
creases in the tax on distilled spirits, beer, wine, and cigarettes (secs. 
451 (c), 453 (b), 452 (b), 422). In the case of gasoline a floor stock 
tax is also imposed (by sec. 489 (b)), but only with respect to stocks 
of gasoline held by retailers other than at their retail establishments 
and with respect to wholesalers, The rates of tax under these floor 
stock taxes are the same as the increases in tax provided for these items. 

The bill also provides for certain floor stock refunds at the time of 
the termination, April 1, 1954, of the excise increases made by this bill. 
The refunds are to be limited to the items on which floor stock taxes are 
imposed at the effective date of the increase; that is, they are limited 
to distilled spirits, beer, wine, and cigarettes and to stocks of gasoline 
held by retailers at other than their retail establishments (secs. 454, 
422, 489 (b)). The refunds are to be granted only with respect to 
the increases imposed by this bill, and only if the owner of the inven- 
tories can show that for 3 months after the reduction date the prices 
charged for the items reflect the tax decreases made. 


VIII. MISCELLANEOUS 


1. Claims under the Renegotiation Act (sec. 617) 


Section 201 (c) of the Renegotiation Act of 1951 fixes the expira- 
tion date for the filing of claims for net renegotiation rebates arising 
under the World War II statute. Among other requirements it is 
provided that a net renegotiation rebate is not to be repaid unless a 
claim has been filed with the Administrator of General Services on 
or before June 30, 1951. Such claims could not be filed until 
the Federal tax audit was completed for the affected years. 

Section 617 of the bill extends the time for filing a claim for such 
net renegotiation rebates to October 31, 1951. 


2. Prohibition upon denial of Social Security Act funds (sec. 618) 

Titles I, IV, X, or XIV of the Social Security Act relate to grants 
by the Federal Government to States for aid to the needy in the case of 
the aged, dependent children, blind, or permanently and totally dis- 
abled. The Federal Government and the States share the cost of these 
assistance programs. However, a State is not entitled to payments 
from the Federal Government unless the State plan has been approved 
by the Federal Security Administrator. Under existing law a State 
assistance plan in order to be approved must provide safeguards which 
restrict the use or disclosure of information concerning individuals re- 
ceiving the aid to purposes directly connected with the administration 
of the assistance program. 

Section 618 of the bill provides that no State or any of its agencies or 
political subdivisions is to be deprived of any grant-in-aid to which it 
otherwise is or has become entitled under title I, IV, X, or XIV 
of the Social Security Act as the result of State legislation permitting 
public access to records of the disbursement of any of these payments. 
However, the State legislation must prohibit the use of any list or 
names obtained from the records for commercial or political purposes. 





SUMMARY OF PROVISIONS OF THE REVENUE ACT OF 1951 75 


Under this provision the State of Indiana, which has a law which per- 
mits public access to the records of disbursements of public welfare 
funds but which contains a prohibition upon the use of any lists or 
names for commercial or political purposes of any nature, will be 
entitled to receive its payments under the Social Security Act in the 
future and will also be entitled to receive any payments which have 
been withheld because of the Indiana law. 


8. Removal of tax-exempt expense allowances of the President, Vice 
President, Speaker of the House, and Members of Congress (sec. 619) 
Under present law the President receives a salary of $100,000 and 
an expense allowance of $50,000; the Vice President and the Speaker 
of the House receive a salary of $30,000 and an expense allowance of 
$10,000; Members of Congress other than the Speaker receive a 
salary of $12,500 and an: expense allowance of $2,500. In each of 
these cases the expense allowance is fully tax exempt. No accounting 
by the recipient is required in order to establish a right to this 
exemption alone. 

Section 619 of the bill amends title 3 of the United States Code 
and section 601 of the Legislative Reorganization Act of 1946 to 
remove the tax exemption of these several expense allowances. As a 
result these individuals will continue to receive the same salary and 
the same expense allowance as under present law, but the expense 
allowance must be included in gross income and will be taxed unless 
offset by allowable deductions or credits. 

With respect to the compensation of the President and the Vice 
President, this amendment will be effective at noon on January 20, 
1953. With respect to the compensation of the Speaker of the House 


and of Members of Congress, the amendment is effective as of January 


3, 1953. 
O 





